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Apologies to Mr. Dior... but ~~ Ps 


There’s one new look on La Salle Street —. 
@ e A 
that everyone will admire 





Not with pins and needles and fancy silk and satin, but with bronze, marble, 
glass and wood we have “created” a new look on La Salle Street that every- Ir 
one will admire. 

For almost a year architects, masons, carpenters, and electricians have been C 
fashioning our ground floor and entrances into a thing of functional banking 
beauty. This month the pounding and the painting are ended . . . and every- 
one seems pleased with our new look. 

More important, though, than our new look is the fact that our nine floors - 
of banking facilities still house the same friendly, capable people who make 
the American National a good place to bank. 


Why don’t you stop in for a visit soon and see our new look while you 
enjoy our same old hospitality? 


Bank the AMERICAN Way | 


American National Bank 
and Trust Company of Chicago 


LA SALLE AND WASHINGTON, CHICAGO 90, ILLINOIS 


MEMBER FEDERAL DEPOSIT I NSURANCE CORPORATION 
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Condensed Statement of Condition, December 31, 1954 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers 








$ 547,650,052.99 








ATE 3... 4 6 ke 6 eH ee Ue 990,949,761.82 

Loewe and Bis Parchased . . ww ttl tl th tl th tl tl tl whl tl lw w)| CULTS 

Public Securities . ice -« SD 8c w 6 « ie Eee 

Stock of Federal Ressve Read 4” fh Eee il ha. eae 9,000,000.00 

Other Securities and Obligations . .......~. 58,024,405.87 

Credits Granted on Acceptances . . Dine 1s ae ae 44,949,206.50 

Accrued Interest and Accounts Biccivabie cae er “eee 12,597,053.23 

Real Estate Bonds and Mortgages . . . . . ... .» 1,002,070.43 178,120,831.42 

Ce 2-0 5 ooo. le a a ca” St dc ak Se Re Cee oe 8,164,636.56 
Tetel Mesomress 5 ctl ttt tt ttt ee ss ee 























Capital (5,000,000 shares- $20 par) . . . . « « + + 6+) )6 «6$100,000,000.00 
Surplus Fund ........ . . 4 6. + « « « 200,000,000.00 
Undivided Profits. . . ee ew ew ew le he he he) 6 100,598,028.39 
Total ecg ee oo ee wo oe eo eo 0 tw to lt 6S MOB RIR RES SS 
Deposits . ... . _* ew ene vean ee ss te «ee ee, See 
Foreign Funds Buevowed i «¢ eve wo 6 &  & & & & a 6 Se & we 975,000.00 
Acceptances . x ie « w@ & $ 61,745,719.79 
Less: Own Acceptances Held foe Sevectenent ; + 2 6 14,337,964.93 
$ 47,407,754.86 
Dividend Payable anand 17, 1955: 
Regular ..... (make ee Oo oe we em 4 4,000,000.00 
Extra ‘na 2% - kee «ee ee 2,500,000.00 
Items in Transit en Foreign Denmslins ask eM 2,505,880.09 
Reserve for Expenses and Taxes . & © ee eK & oi 26,784,672.16 
Other Liabilities . . . . 1. 2. © «© © © © © © 8,989,471.47 92,187,778.58 
Total Liabilities . . . . .. . ee © «© «© «© « « +) «=6$3,094,206,062.91 








Securities carried at $141,235,190.74 in the above statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
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The most far-sighted sentry in history ! 


<r bulging fin that rides the back of the huge 
new Lockheed Super Constellation supplies an 
important missing dimension to U. S. Air Force 
airborne radar patrols—the ability to spot the altitude 
of enemy planes at a distance of hundreds of miles. 


Developed by Philco scientists and electronics 
engineers in close teamwork with the Department 
of Defense, this ‘‘piggy-back”’ radar pinpoints the 
position of the intruder and feeds its findings to 
the plane’s control center. 


There, on a radarscope developed by Philco, the 
Combat Information Control officer correlates the 
data with other radar reports and relays it to fighter 
planes to guide them directly to their target. 


Night or day, rain or shine, winter or summer, the 


process is as swift and exact as pointing a finger. 


The genius of this new Philco airborne radar lies in 
its combination of high power with a sharply defined 
image at the longest range of any radar of this type 
ever developed. And the solution of this problem 
for the Armed Forces is the latest milestone in Philco 
electronic developments for national defense. 


It is also another striking example of the unique 
integration of Research with Application that gives 
Philco its dominant position 
in so many industries—Radio, 
Television, Air Conditioners, 
Refrigeration, Freezers, and 
Electric Ranges. 


And the end is not in sight! 


ANOTHER First FROM PHI] CO eesearcu 
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Cover Picture . . . “Doorway to the Chinese 
Mainland” . . . the gate which opens from 
the tiny Portuguese Colony on Macao, a 
colony with a long history of neutrality, 
offering a measure of western security on 
the very border of Red China. Peering 
through this “Hole in the Bamboo Curtain” 
into the unknown vastness of the Chinese 
hinterland is somewhat akin to looking 
through the Gateway to the New Year. The 
problems and tests of strength can be turned 
into opportunities. Financial preparedness 
and individual character can be made still 
more sturdy. The resourcefulness of skilled 
imagination in planning plus the practiced 
hand of experience in doing can create a 
more flexible way of life under well defended 
freedoms. The accomplishments of the year 
just past have added to the capacities and 


insights for the year ahead. 
Photo from Pan American World Airways 
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How to Prepare 


FIDUCIARY 
INCOME TAX 
RETURNS 


This new booklet, based 
on new forms and regulations 
under the 1954 Code, is an 
invaluable aid to fiduciaries, 
attorneys and accountants. 

Written by Samuel J. 
Foosaner, Federal Tax Editor 
of TRUSTS AND ESTATES, and 
his associate G. Norman Wid- 
mark, it answers with illustra- 
tive examples many questions 
raised by the new rules on 
taxation of trust income. 


Price: One Dollar 
(Special quantity rates) 


Order from 
FIDUCIARY PUBLISHERS, Inc. 
50 E. 42nd St. New York 17 

















PARKE-BERNET 
GALLERIES, Inc | 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 
AT PUBLIC AUCTION 


From 
Distinguished Sources 
AND 


PARKE-BERNET : Inc 


MACHINERY, SURPLUS AND )} | 
REAL ESTATE DIVISION 


A Subsidiary 


For Public Auction Sales 
throughout the United States 
of all types of industrial prop- 
erties, products, materials, 
government surplus, real 
estate, etc. 


Write for information 
regarding the Parke-Bernet 
method of selling personal or 

industrial properties at 
public auction 
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Here is a quick way to help your clients 
examine their Wills before they are put to 
the inevitable trial of administration. 


By checking a short series of questions 





they can see the reasons why they 


should consult you about needed changes 





before it is too late. 


‘ coMPAN 
awe | ATES — 
} UNITED Poe NEW YOR, You may have any number of these 
gp ARTERED - 
VY) . folders without charge simply by calling 
Vv, 


HAnover 2-4600 (or writing) and 


asking our Trust Department for them. 


This is a small illustration of our 
readiness to work with you to solve the 
many estate problems that face your 


clients. May we be of service? 3 


United States Crust Company 
of New York 


CHARTERED 1853 
45 Wall Street, New York 5, New York 


Member Federal Deposit Insurance Corporation 
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"DEFENSE AND OTHER ESSENTIAL GOVERNMENT 
COSTS must remain at a level precluding 
further tax reductions this year," Presi- 
dent Eisenhower said in his State-of-the- 
Union message, but "further tax cuts will 
be possible when justified by lower ex- 
penditures and by revenue increases aris- 
ing from the nation's economic growth." 
Pointing to savings possible by concen- 
trating on essential defense needs — 
which consume two-thirds of the entire 
Federal budget — he cited the four and a 
half billion less spending in current fis- 
cal year, the stabilizing of the value of 
the dollar, and progress toward balancing 
the budget with possible rise in national 
output from $360 to $500 billion in the 
next ten years. 


TRUSTEE INVESTMENT TODAY IS NO PICNIC. 
Thirty-two investment officers, however, 
conclude (see page 20) that common stocks 
on a highly selective basis still merit 
a prominent part in most trust investment 
programs. Percentages are somewhat re-= 
duced, roughly around 35-50% at present, 
but with provisions for building up this 
portion by dollar averaging as develop- 
ments warrant. A balanced position is held 
the answer to the needs of most benefici- 
aries. (Also see mutual fund survey, p. 46.) 


THE URGE TO MERGE PROMISES TO BE A BIG 
ISSUE again in 1955, as new and often 
Strange combinations are rumored, effected 
or challenged. Pressures of labor and 
other operating costs, keener competition 
to sell increased productivity and make up 
for slim profit margins by volume, add 
their weight to the traditional merger 
force of integration of operations or 
Sales. The old Coal-and-Ice principle 
(Something for all seasons and all 
classes)is regaining the popularity it 
lost to the Age or "rage" of Specializa- 
tion. Tax advantages — as in acquiring 
a favorable tax base — may prove of but 
transitory benefit to many, while modern 
merchandizing techniques pose new prob- 
lems. 


January 1955 





"PERSONAL TRUST ESTATES" may now pur- 
chase Series E and H Savings Bonds, the 
Treasury Department announces. Heretofore 
Such bonds have been available only to 
individuals. The new privilege extends to 
trusts created by individuals for them- 
selves or other persons, but not to pen- 
Sion, annuity, profit sharing and similar 
trusts. The annual purchase limit of 
$20,000 (maturity value) which applies to 
individual owners will apply also toa 
Single trust estate irrespective of the 
number of beneficiaries. Trustees may ob=- 
tain E and H Bonds only from the Treasury 
and Federal Reserve Banks or Branches al- 
though banking institutions generally may 
accept applications for transmittal. 


A REALISTIC RETIREMENT INCOME can best 
be assured by a combination of investment 
in fixed and equity units, according to 
George E. Johnson, vice president and gen-= 
eral counsel of Teachers Insurance and 
Annuity Association. Writing in the cur- 
rent issue (page 12), Mr. Johnson de- 
scribes the inadequacies of the three 
Standard approaches to pension financing 
and illustrates how a fourth method spon- 
sored by TIAA achieves the desired objec- 
tives of lifetime protection and adjust- 
ment to living costs. 


BANK FIDUCIARY FUND, FOR TRUST INVEST- 
MENTS of smaller banks not having their 
own investment department, has been incor-= 
porated in New York with approval of the 
State Banking Board. The first mutual for 
estate and guardian as well as trust 
funds, it will provide the advantages of 
common trust fund investment for those of 
the smaller corporate fiduciaries in the 
State who choose to participate when the 
Fund begins operation about May lst. The 
governing board of directors, to be 
elected at the New York State Bankers 
Association meeting on the 24th, will re- 
view applications to select the trust in- 
stitution that will administer the Fund, 
which will be on a non-profit basis. 

The culmination of three years work, and 
cooperation with the state banking asso- 
ciation and Banking Department, surrogates 
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and Federal Reserve Board, the Fund is the 
special creation of the New York Bankers' 
Trust Division committee headed by Charles 
Buek of United States Trust Company, and 
will set a precedent for other states. 
Investments will be restricted to those 
eligible under the New York legal list 
law, and it is estimated that the Fund 
will start with about $3 million from 
fifty or so participating banks. 


BEST FRIEND AS EXECUTOR: "Think twice 
before you let your best friend name you 
as executor of his estate" says Business 
Week (Dec. llth). Remarking on the execu- 
tor's responsibility the article continues 
"And he can't shuck it off on those he gets 
to help him,. such as attorneys or trust 
institutions . .. If things go wrong in 
its administration, he may be personally 
liable and can be penalized." Reading of 
over a page of cautions should discourage 
all but the hardiest amateurs. 


THE FEDERAL RESERVE BOARD RAISED MARGIN 
RATES to 60% on January fourth, from the 
previously ruling 50%, touching off the 
largest sell-off since the Korean War. 
This action was merely a trigger for a 
much=-overdue reaction but it still brought 
protests from financial sources and ex- 
change authorities as unjustified and ill- 
timed. However, feeling is that it will 
have no longer-range effect upon the stock 
market but may tone down some of the 
slightly more speculative tinge which has 
crept in since Election Day. 


BANK CONTROL AND CONCENTRATION are be- 
coming key issues not only with banking 
authorities and legislators but with 
bankers themselves. The high cost of 
branch operations and duplication, person- 
nel maintenance and development and down- 
ward pressures of money rates stimulate 
the merger motive, eSpecially with bank 
Stock valuations below book values. The 
ex-Superintendent of Banks of New York 
sounded a warning against undesirable or 
alien controlling interests and proposed 
legislation for requiring a voting permit 
from the Department of Banking to avoid 
use of reputable bank fronts by purchase 
of control by "others with less savory 
reputations." This delegation of power to 
a state department could introduce more 
politics than it cured, and Clearing House 
associations may have a job of self- 
policing to keep the fraternity escutcheon 
clean. 
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EXECUTOR AND TRUSTEE SERVICES can again 
be advertised by Arkansas banks. In its 
original decision in-the case brought by 
the State Bar Association against a Little 
Rock bank, the Supreme Court of Arkansas 
had ruled that such advertising placed at- 
torneys in a "difficult situation." In the 
November NewsSorama, the editors pointed 
to the U.S. Supreme Court's pronouncement 
that banks' powers should not be construed 
so narrowly as to preclude the use of ad- 
vertising in any branch of their busi- 
ness." The Arkansas high court has now 
issued a substitute opinion in which banks 
are authorized to advertise the services 
of an outside attorney so long as they do 
not hold themselves out as performing 
legal services. The decision has also been 
modified to permit banks to prepare inven- 
tories and accounts from their own rec- 
ords, which must, however, be presented 
in court through outside attorneys. 


OVER 20% OF THE $150 BILLION VALUE of 
the 1,014 common stock issues on the New 
York Stock Exchange is in the stocks of 
four companies: A.T.&T., General Motors, 
duPont and Standard Oil (N. J.). The fifty 
largest stock valuations equalled 53% of 
the total, and oil stocks made up the high- 
est value group with 18%, followed by 
chemicals with 10.5%. According to the 
study, 568 issues advanced more than the 
market average; only 4% were lower or 
unchanged. 


NO GAIN OR LOSS IS RECOGNIZED FOR FEDER- 
AL INCOME TAX where the funds of a guar- 
dianship, revocable or testamentary 
trust, represented by participations in 
a common trust fund, are transferred to 
a new trust created by the ward on at-= 
taining majority, the donor or beneficiary, 
respectively, and remain invested in the 
common trust fund. 

This interpretation was given in a re- 
cent letter from the Director of the Tax 
Rulings Division, U.S. Treasury Depart- 
ment, to the National Shawmut Bank of 
Boston. The examples cited by the Bank and 
text of Director Swartz' letter will be 
published next month. 





"I AM AN OLD SOLDIER. This is a good 
country to live in, and my government has 


treated me well. I want to leave everything ™ 


I have to the United States." In those 
words Spanish-American war veteran James 
Dougherty explained to his attorneys why 
he was leaving his thousand-dollar estate 
to the Government, in his will just pro- 
bated in Rochester. 
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New Combined Pension Funds 
Offered by Banks 


Girard Trust'Corn Exchange Bank of 
Philadelphia has created the Girard 
Diversified Pension Fund to function 
as an investment fund for the pension 
trusts of which the bank is trustee. This 
fund will provide greater investment 
diversification than the individual pen- 
sion trusts could obtain separately, and 
its establishment follows 15 years of 
successful operation of two diversified 
common trust funds for the personal 
trust department which now have 3,750 
participating trusts and total assets in 


excess of $94,000,000. 


There is no maximum limit on the 
size of pension fund participations. 
The pension fund plan will be regulated 
by the Securities and Exchange Com- 
mission instead of by the State and 
Federal banking authorities which 
regulate common trust funds. 


The present investment plan calls 
for about a third in common stocks and 
the rest in high grade preferreds and 
bonds. The bank will continue to act 
as trustee of other pension funds which 
may prefer to have their investments 
handled separately. 


Manufacturers Trust Co., New York, 
organized in December 1954 its Group 
Trust Program “to assist customers 
with a relatively small number of em- 
ployees in the establishment of pension 
and profit-sharing plans.” Contribu- 
tions will be made by employers to 
their own individual trusts and _ there- 
after the funds will be transferred to a 
commingled investment account offer- 
ing “the greater stability and earnings 
inherent in a broad diversification of 
securities” as well as realizing worth- 
while economies. 


A composite fund for smaller profit- 
sharing trusts was set up in 1952 by 
Old Colony Trust Co., Boston, which 
also a year ago established a pension 
fund for consolidation of smaller pen- 
sion accounts. 

A & A 
Passes Up Estate to Save It 


Lord Tredegar, who died on August 
21 at the age of 80, succeeded to a 
barony in 1949, but renounced his in- 
heritance to permit it to pass directly 
to his son to avoid two inheritance taxes 
in a short time, as he did not expect 
to live very long. The payment of inheri- 
tance taxes when he was eligible to in- 
herit the fortune and again when he 
died would have wiped out the family 
fortune Lord Tredegar said. 
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Program for 
MID-WINTER TRUST CONFERENCE 


American Bankers Association 


THE 36TH Mip-WiINTER TRUST CONFERENCE OF THE 
American Bankers Association Trust Division will meet at 
The Waldorf-Astoria, New York City, February 7-9. After 
the invocation by Gilbert T. Stephenson, former president 
of the Division, addresses will be heard from the present 
incumbent, George C. Barclay, who is vice president of City 
Bank Farmers Trust Co., New York, and Homer J. Livings- 
ton, president of the American Bankers Association and of 
First National Bank, Chicago. Dr. R. C. Young, professor 
of philosophy at University of Georgia, will speak to the 
delegates before the traditional get-acquainted hour. 


On Monday afternoon Charles W. Buek, vice president of 
United States Trust Co., New York, will speak on The New 
York Bank Fiduciary Fund, and Richard P. Chapman, vice 
president of the Trust Division and president of Merchants 
National Bank, Boston, will head a panel discussing /nvest- 
ments. 


The Tuesday morning program will include an address 
by William O. Heath, vice president, Harris Trust & Savings 
Bank, Chicago, on Trust Business — Our Sales Problem. 
Other addresses at this session will be delivered by Loyd 
Wright, president of the American Bar Association, and Dr. 
Marcus Nadler, professor of finance at New York Uni- 
versity. Following his talk Dr. Nadler will answer questions 
from the audience. 


The fourth session on Tuesday afternoon will have two 
simultaneous programs. One will feature two addresses and 
a panel discussion. Recent Developments in Bank Pension 
Plans will be discussed by H. M. Bardt, vice president and 
senior trust officer, Bank of America, N.T. & S.A., San 
Francisco. Herbert R. Corey, assistant comptroller, First 
National Bank, Boston, will present Electronics in Banking. 
J. T. Keckeisen, chairman of the Trust Division Committee 
on Operations for Trust Departments, and vice president 
and secretary of First National Bank, Chicago, will lead the 
panel on Operations for Trust Departments. The other pro- 
gram will concentrate on Smaller Trust Departments, with 
John M. Cookenbach, assistant vice president of The Penn- 
sylvania Company for Banking and Trusts, Philadelphia, 
presenting Cost Analysis of a Crossroads Trust Department, 
and Ralph A. MclIninch, president of Merchants National 
Bank, Manchester, N. H., leading a panel on Problems of 
Smaller Trust Departments. 


At the closing Wednesday session the Conference will 
hear Joseph Trachtman, nationally known New York attor- 
ney and New York legal editor of Trusts AnD Estates, 
followed by a panel on Taxation led by Carlysle A. Bethel 
chairman of the Trust Division Committee on Taxation and 
senior vice president and trust officer of Wachovia Bank 
& Trust Co., Winston-Salem, N. C. The final address of the 
Conference will be given at the luncheon by W. Randolph 
Burgess, Under Secretary of the Treasury for Monetary 
Affairs. 
























































New Look At SPRINKLING TRUSTS 


Flexibility and Tax Advantages Suggest Increased Use 


ALBERT MANNHEIMER, HENRY L. WHEELER, Jr. G JOEL IRVING FRIEDMAN* 


; pee POTENTIALITY OF FAMILY IN- 
come tax reduction through the use 
of sprinkling trusts has been somewhat 
increased as a result of two changes 
made by the Internal Revenue Code of 
1954. Sections 652(b) and 662(b) pro- 
vide that the terms of the trust instru- 
ment may “specifically allocate differ- 
ent classes of income to different bene- 
ficiaries.” Thus, in the case of a sprink- 
ling trust created for the benefit of a 
class consisting of a son and his de- 
scendants, the instrument could direct 
that in the event any income is allo- 
cated to the son (presumably in rela- 
tively high brackets), the trust’s tax 
exempt income (if any) should go to 
him. The second change is that any 
amount of trust income can now be 
sprinkled to a dependent child without 
causing the parent to lose the $600 ex- 
emption, provided the parent supplies 
over half of the child’s support. 


Moreover, the new Code in Section 
674(c) changes the old Clifford regula- 
tiens and provides, in effect, that the 
income of an inter-vivos sprinkling trust 
will not be taxable to the grantor if “no 
more than half” of the trustees are sub- 
servient (as that term is defined in 
Section 672(c)). This means that now 
the grantor can appoint his wife as 
trustee of a sprinkling trust for the 
benefit of their children and grandchil- 
dren, and the trust income will not be 
taxable to him, provided there is an- 
other trustee who is not subservient. 


Sprinkling began in England long 
ago as a device for protecting trust in- 
come against creditors. Since no part 
of the income of a sprinkling trust be- 
longs to any particular beneficiary, it 
is all immune from seizure by creditors 
prior to the time it is allocated to a 

*Messrs. Mannheimer and Friedman are mem- 
bers of the firm of Nathan, Mannheimer, Asche & 
Winer; Mr. Wheeler is counsel to Robinson Broth- 
ers. The valuable assistance of James Harte Leven- 


son, of the New York Bar, is gratefully acknowl- 
edged. 


1The power to sprinkle has been described as the 
power to determine which members of a definite 
class of beneficiaries shall receive payments from 
a trust, whether of income or principal, and how 
much. Scott, The Law of Trusts, § 120 (1939). 
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particular beneficiary by the trustee.” 
Today sprinkling is used mainly be- 
cause of its other advantages—flexibil- 
ity and tax reduction. 
Flexibility 

To a father of large or only moderate 
means, sprinkling ought to commend 
itself as a normal and sensible way to 
make provision for his family in his 
will, because sprinkling conforms to 
what he practises during his lifetime. 
He makes unexpected expenditures for 
the benefit of various members of his 
family as occasion requires. He expects 
the studious child to be a financial 
drain longer than the one who goes to 
work at seventeen; the ailing child to 
cost him more than the healthy; the 
misfit more than the go-getter. More- 
over, as will be seen later, sprinkling is 
useful income taxwise even if the in- 
come thrown off by the estate is mod- 
erate. 


It can be argued, however, that when 
the children grow up and have families 
of their own, there will be discord un- 
less each child is treated “equally,” 
meaning, unless each child receives the 
same proportion as the other. However, 
suppose one son, with children, is a 
poorly-paid teacher, but another is a 
bachelor who has speculated success- 
fully in oil. Equality is at least as likely 
to stir up family discord as is sprink- 
ling. There is at least a strong argu- 
ment for equalization—as distinguished 
from equality. However, the problem 
would not be met by giving more to 
one than to the other because no one 
can foretell the children’s future. 


In any event, if the testator desires, 
he can treat each child “equally” and 
yet use sprinkling. There are two types 


2Hamilton v. Drogo, 241 N.Y. 401 (1926); Scott, 
op. cit. fn. 1 at § 155. 


of sprinkling. One permits the trustee 
to sprinkle among a class consisting of 
one child and that child’s spouse and 
descendants.. The other permits the 
trustee to sprinkle among a class con- 
sisting of all the children of the testator. 
The former, at least at its inception, 
merely involves the members of a single 
household, and is far less likely to lead 
to discord than is the latter. 


In larger estates, even though it is 
a practical certainty that there will al- 
ways be more than enough for the 
testator’s entire immediate family, the 
flexibility offered by sprinkling may 
nevertheless prove an asset. Thus, in a 
case where the testator desires to set 
apart a moderate sum to help out a 
poor brother or sister and his or her 
family, sprinkling of income, and per- 
haps principal as well, is the best way 
to insure that the limited fund will ulti- 
mately reach those in the group who 
really need it most. In larger estates, 
however, tax reduction is usually the 
more important advantage of sprink- 
ling. 

In all cases, whether large or small, 
where the testator desires to help the 
less fortunate, the most deserving, or 
any class within a class—especially a 
changing class—sprinkling commends 
itself because it permits selecting bene- 
ficiaries and fixing amounts in the light 
of ever-changing, unpredictable condi- 
tions. Thus, Joseph Pulitzer created a 
sprinkling trust for the benefit of the 
principal editors and managers of his 
newspaper;® one of the Boks created 
a trust for a deserving group of artists. 
cripples and invalids, which included 
the well-known Helen Keller;* and one 
of the Manvilles directed that part of 
the income from a trust be paid to 
charitable corporations, fraternal soci- 
eties, or lodge associations to be se- 
lected by his trustee.® 


3In re Joseph Pulitzer, 237 App. Div. 808 (1932). 

4Mary Louise Bok, 46 B.T.A. 678 (1942); aff’d 
132 F. (2d) 865 (8d Cir. 1942). 

5Benjamin, Discretionary Powers of Distribu- 
tion Exercised by Trustees, (Thesis submitted to 
Graduate School of Banking, A.B.A. at Rutgers 
University) 87-88 (1951). 
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Income Tax Reduction 


It is interesting to compare the posi- 
tion of a widow under a testamentary 
trust, which simply directs that all the 
income be paid to her, with her posi- 
tion under a testamentary sprinkling 
trust created for the benefit of herself 
and the children. Let us suppose that 
she is in a 50% income tax bracket, 
and that the time has come for her to 
pay $550 to send one of her children 
to a summer camp. Under the common 
type of trust, $1,100 of trust income 
would be required, before taxes, to 
yield the $550. Under the sprinkling 
trust, however, only $550 of income 
will be needed. The reason is that under 
the sprinkling trust, the trustee can 
give the $550 to the mother for the 
purpose of paying the camp or, if he 
prefers, he can make payment directly 
to the camp on behalf of the child. In 
either case, the $550 becomes the 
child’s income. Since it will be the 
child’s only income and is less than 
$600, there will be no income tax at 


all on that $550. 


This example shows that a sprinkling 
trust may prove useful even if the 
amount of the trust income to be 
sprinkled is moderate. Of course, more 
important income tax savings appear 
not only when the income is sprinkled 
to a beneficiary in a low bracket, but 
when substantial amounts of income 
are involved. Let us assume a widow 
with three infant children who has an 
independent income of $8,000 a year. 
The trust of the husband’s residuary 
estate has income of $24,000 a year. 
If the will provided that all the trust 
income should go to her, she would 
receive the, $24.000 from the estate, and 
the federal income taxes attributable 
thereto would be approximately $9,570 
or 40%. If, however, the will provided 
for sprinkling and the $24,000 were 
sprinkled in equal shares among the 
widow and three infants, there would 
then be four taxpayers, the three chil- 
dren reporting incomes of $6,090 each 
and the widow reporting income of 
$14,000. The federal income tax attri- 
butable to the $24,000 would then total 
approximately $4,740 or only about 
20% .6 

In later years, when the children are 
married and have families of their own, 


iia 


°All tax computations are pursuant to rates ef- 
fective for 1954, under the new Code. The rates 
for Head of Household under I.R.C. § 1(b) and the 
optional standard deduction under I.R.C. 141 have 
been taken into consideration. The computations 
assume that the wife will not lose her exemptions 
for dependents or her status as the head of a 
household by reason of the separate income of the 
children, Reg. 118, 39.12-4(d). 
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sprinkling among members of each 
child’s family would divide the trust 
income among a large group of tax- 
payers and thus result in even greater 
tax reduction. 

The effectiveness of the income tax 
saving made possible through sprink- 
ling is reflected by a 1953 case—Galla- 
gher v. Smith, 119 F. Supp. 360, in 
which the court’s holding that the trust 
involved was not a sprinkling trust made 
a difference in taxes over a six-year 


period of $490,748.43. 


Estate Tax Reduction 


How sprinkling paves the way for 
estate tax reduction can be best ex- 
plained by outlining a typical estate 
plan for a family consisting of a 
grandfather, his wife, a married son, 
and some grandchildren. The grand- 
father’s will provides for two separate 
trusts with roughly half of his estate 
to go into each trust. 

Except in one respect, the first trust 
is the everyday marital deduction trust. 
The wife is given the income and a gen- 
eral testamentary power of appoint- 
ment. The principal of this trust will 
ultimately be subject to estate taxes as 
part of the wife’s estate unless some- 
thing is done to prevent it. Accord- 
ingly, the marital deduction trust de- 
parts from the conventional in this 
significant respect. In addition to the 
wife’s general testamentary power, she 
is given the power to withdraw princi- 
pal from the trust during her lifetime. 

The second trust, the non-marital de- 
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duction trust, is a sprinkling trust. The 
trustee may sprinkle both income and 
principal among a class composed of 
the wife, the son, and the grandchil- 
dren. The will, however, emphasizes 
that not only the income from the sec- 
ond trust but the principal as well shall 
be devoted primarily to the support of 
the wife, provided, however, that the 
principal of the marital deduction trust 
shall have been exhausted. 


Without adding to the wife’s taxable 
income or to her estate, the second trust 
gives the wife a complete sense of se- 
curity, because she knows she can al- 
ways rely on the sprinkling trust. 
Therefore, she need have no qualms 
about consuming the principal of the 
marital deduction trust in order to pay 
for her living expenses and luxuries or 
to make substantial gifts to the grand- 
children. In this way, the marital de- 
duction trust, which would otherwise 
be taxed when the wife dies, can be 
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reduced — perhaps even 


Arguments Against Sprinkling 


One of the arguments made against 
sprinkling trusts is that sprinkling re- 
wards laziness and extravagance, and 
discourages industry and thrift. The 
weight to be attributed to this argu- 
ment will vary from case to case de- 
pending, to a degree, upon the person- 
alities (so far as known) of the pros- 
pective beneficiaries, and to a greater 
degree on the wisdom of the trustees. 


Other arguments which have been 
made against sprinkling are that it 
undermines the financial security of 
the widow or son entitled to first con- 
sideration; and that it gives the trustee 
too much control over the family and 
deprives the widow of parental author- 
ity. The comment here, in the main, 
will be restricted to technical considera- 
tions and practical suggestions. 


Undermining Security of Principal 
Beneficiary. This argument can be met 
in various ways, including (1) a direc- 


7Casner, Responsibilities of the Corporate Trus- 
tee as to Discretionary Trusts, 32 The Trust Bul- 
letin 21 (1953) sets forth this plan as “typical.” 
For variations, see Kennedy, Some Tax Aspects in 
Connection with Estate Planning, V Miami L. Q. 
851 (1951). 








tion that only income not needed by 
the principal beneficiary shall be allo- 
cated to other members of the class, 
(2) a provision that payments. shall 
be made to the principal beneficiary so 
as to bring his annual income after 
taxes to a stated or determinable mini- 
mum,® or (3) a resort to the “lapse of 
power” provision under which the prin- 
cipal beneficiary could be given the 
right to demand that there be paid to 
him annually out of principal the 
greater of the following amounts: 
$5,000 or 5% of the current value of 
the entire trust fund. 


The possession of such a right to 
demand principal is dealt with leniently 
by the Code. Insofar as the gift tax is 
concerned, the failure to exercise the 
power would not be considered a gift.® 
The beneficiary’s estate would be in- 
creased for estate tax purposes, but 
only by the amount which he could 
have drawn from principal during the 
year of his death.1° In addition, he 
would be obliged to pay taxes on the 
income which would be attributable to 
the principal he could have drawn out 


8For other variants, see Trachtman, Use of Prin- 
cipal for Life Beneficiaries, 83 TRUSTS AND Es- 
TATES 444, 447 (1946). 


*I.R.C. § 2514(e). 
10T.R.C. § 2041 (b) (2). 





of the trust, even though the trustee 
allocated all the income to others.” 


Excessive Power in Trustee. There 
are at least four partial answers to 
this criticism. 


1. It is at least arguable that the 
power to sprinkle does not exceed in 
importance the sweeping investment 
powers now generally conferred (fre- 
quently on persons having no invest- 
ment experience), nor does it differ in 
kind from the broad power to invade 
principal often unhesitatingly granted 
merely because it is customary and 
manifestly advisable. 


2. The testator who otherwise would 
be disinclined to provide for sprinkling 
in his will should remember that it lies 
within his province to prescribe a suit- 
able standard for the exercise of the 
power. The cases and form books reveal 
a helpful variety of standards.’ 

(Continued on page 74) 


11Mallinckrodt v. Nunan, 146 F. (2d) 1 (8th Cir. 
1945); Ruth W. Oppenheimer, 16 T.C. 515 (1951). 

12Hamilton v. Drogo, 241 N.Y. 401, 403 (1926) 
(maintenance and support); Jennings v. Smith, 
161 F. (2d) 74, 76 (2nd Cir. 1947) (maintenance 
in accordance with station in life to which bene- 
ficiary belongs); Estate of Standish Backus, 6 
T.C. 10386, 1040 (1946) (reasonable expenses of 
living, education, travel, amusement, mainte- 
nance); William Rockefeller will quoted in Rem- 
sen, The Preparation of Wills and Trusts, (1930, 
2 ed.) 1016 (to wife, but if “more than sufficient 
for suitable support and maintenance,” “surplus 
income” to descendants). 
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N DEVELOPING HIS THEORY OF RELA- 
— Professor Albert Einstein 
pointed out that the same facts lead to 
different conclusions if viewed from dif- 
ferent vantage points. This phenomenon 
is equally applicable to many of life’s 
problems. For example, ideas about re- 
tirement income vary depending upon 
the vantage point from which they are 
viewed. 


Conservation of Capital Theory 


Those with this point of view say 
an investment is imprudent if it re- 
sults in the loss of any part of the capital 
funds. This view is largely developed 
while the capital is being accumulated. 
In pursuit of the virtue of thrift, capital 
is often accumulated at great personal 
sacrifice; therefore any erosion of capital 
is viewed with alarm. Following a life- 
time of thrift and saving a person will 
often insist upon his capital being in- 
vested in “safe” securities; that is, se- 
curities where the capital amount will 
not thereafter decrease. Meanwhile he 
will live off the income even though he 
may have no dependents who will need 
funds at his death, and even though the 
income is insufficient to provide him 
with an adequate standard of living. 


The people who share this view are 
sure they have a safe retirement income 
plan. To accommodate them, life insur- 
ance policies generally provide that the 
proceeds may be left with the company 
throughout the life of the payee and then 
be paid in full to his estate. Meanwhile 
he will receive income from the pro- 
ceeds. For example, $25,000 of pro- 
ceeds settled in this way will provide 
a man or woman with about $700 a year 
of interest alone. (All income figures 
used in this article are on a comparable 
and realistic basis.) 


Payment of Capital and Income in 
Instalments Theory 


Other people, equally wise and in- 
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vesting in equally conservative securi- ~ 
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ties, prefer to use a part of the capital 
as well as the income. For example, they 
may arrange to have the capital and in- 
come paid in instalments over a specified 
period. These people want to be sure of 
receiving every penny of their capital, 
but they think it’s foolish to continue to 
hoard the funds until death. Wasn’t the 
capital accumulated in the first place to 
provide needed funds in later life? They 
think that just as a miser perverts the 
virtue of thrift so does a person who 
carries thrift beyond its natural bounds 
by not using his capital when he needs 
it. Consequently they think that the safe, 
wise and conservative way to invest one’s 
capital is to place it in securities that 
are not likely to lose their principal 
value, and to receive the capital and the 
interest thereon in instalments, prefer- 
ably on a guaranteed income basis. 


Life insurance companies also provide 
settlement options consistent with this 
theory. For example, $25,000 payable 
in equal annual instalments over an 
eighteen year period (this is the approxi- 
mate life expectancy of a woman aged 
sixty-five) will amount to about $1,650 
a year, 


Life Annuity Theory 


A third group disagrees with both of 
the preceding groups. It says that we 
must look at the person’s needs for an 
income in retirement. These needs in- 
clude a guaranteed income for as long 





as the person lives. Since the life span 
varies widely, the aggregate amount 
needed varies for different people. 


This third group believes that the 
purchase of a life annuity is the ideal 
way to meet the desired objective. By 
pooling the experience of many people 
an income cen be paid throughout the 
entire life span no matter how long that 
may be. This group believes that the 
life annuity is the safest, soundest and 
most conservative way to invest funds 
to provide a retirement income. For ex- 
ample, $25,000 will purchase for a 
woman aged sixty-five a life annuity of 
about $1,600 a year as long as she lives 
— whether that be three months or thirty 
years. 


A Look at Each Other 


Each group justifies its method by 
looking at the subject from a different 
point of view. To the first two groups 
the life annuity seems the wildest sort of 
speculation. They are horrified by the 
thought that if the purchaser should die 
shortly after annuity payments begin, 
all of his capital will be “lost.” On the 
other hand the proponents of the life 
annuity theory point out how ridiculous 
group one is in worshiping the preserva- , 
tion of capital when they sorely need a 
part of t’- capital to meet their income 
needs. Group three does not see the wis- 
dom of making personal sacrifices to 
keep the capital intact at death when it 
will go to some relative in whom the in- 
vestor has little interest. 


Groups one and three are both scorn- 
ful of group two. They point out that 
the investor may outlive the instalment 
period. What then? And as he ap- 
proaches the end of the instalment 
period, he’ll certainly worry about the 
fatal day when he has no more income. 
This does not seem prudent or conserva- 
tive. Thus the proponents of the life an- 
nuity theory are confident that the only 
sensible and safe way to look at this 
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subject is to buy an annuity that will 
provide the largest income for as long 
as the purchaser may live. 


It must be conceded that all three 
methods of investing are sound and con- 
servative in the eyes of many wise and 
prudent men who proceed in their think- 
ing from different premises. They simply 
look at the matter differently. It is the 
purpose of this article to explain a new 
and different viewpoint. 


Balanced System of Fixed and 
Variable Dollar Annuities 


Today we are moving into a fourth 
dimension. Some farsighted persons are 
looking at the same old problem from a 
new vantage point and are seeing an 
even safer and more conservative way 
to secure an income in later maturity 
from a given amount of capital. They 
recommend the use of a balanced system 
of fixed and variable dollar annuities. 
Since this view is new and unfamiliar to 
many, let us examine the arguments of 
its proponents in a little more detail. 

Each of the methods already men- 
tioned provides for a fixed dollar in- 
come. Now, a fixed dollar income is 
satisfactory when there is a depression 
and when prices are stable, but it is 
unsatisfactory when there is inflation. 
A fixed dollar income does not preserve 
purchasing power. 


Some persons today are receiving in- 
terest, instalment or annuity dollars 
worth only 50% as much in terms of 
purchasing power as the dollars they 
invested to secure the payments.* They 
are finding out that a check is not valu- 
able per se; it must be converted into 
food, rent, clothes, medicine. Since the 
money value of these comforts and 
necessities of life varies from year to 
year, the ideal retirement income should 
likewise vary each year to coincide with 
the purchasing power of the dollar. In 
terms of the utlimate needs of the indi- 
vidual, there is no difference between 
a situation in which the purchasing 
power remains the same while the an- 
nuity payments drop 50% and a situa- 
tion in which the amount of annuity pay- 
ments remains the same while the pur- 
chasing power of the dollar drops 50%. 


Is it not, then, just as incautious to 
disregard the changes in the purchasing 
power of the dollar as it is to disregard 
the need for a constant dollar income? 





*The following table shows the real purchasing 
power of the dollar at ten-year intervals, based on 
the 1935-39 dollar equaling 100 cents: 
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Safety of the capital invested is a 
fine investment goal, but so is safety 
of purchasing power. When we look at 
the problem in this way and analyze the 
needs of the individual for an income 
in retirement, we find that he needs: 
(a) what the economist calls “real in- 
come” — a constant income in terms 
of the purchasing power of the dollar; 
(b) an income payable throughout life, 
no matter how long that may be; and 
(c) the maximum obtainable from 
his capital and income. 


Deferred retirement annuities are of- 
ten in force for a period of more than 
fifty years. Immediate annuities are often 
paid over a life expectancy ranging from 
fifteen to twenty years. An income is 
needed that will vary with the cost 
of living over such long periods. 


In recent years the real income pro- 
duced by the purchase of bonds has not 
only been reduced by the rising cost 
of living, but it has also been reduced 
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by the decline in bond yields. According 
to Moody’s Bond Yield Averages the 
corporate bond yield was 5.89% in 1933 
and 3.43% in 1953. Therefore, using 
the U. S. Department of Labor statis- 
tics for the cost of living index, it would 
require capital of about $35,550 in- 
vested in corporate bonds today to yield 
a real income equivalent to that pro- 


vided by $10,000 in 1933. 
The TIAA Plan 


An effort has been made to solve this 
problem in a new way. Under the leader- 
ship of the Teachers Insurance & An- 
nuity Association — TIAA — many col- 
leges and universities have taken the 
view that the variable annuity best meets 
the needs of college professors for re- 
tirement income. TIAA was established 
in 1918 as a life insurance company to 
provide annuities and life insurance 
plans for the college world. More than 
80,000 policyholders at nearly 650 edu- 
cational institutions have TIAA retire- 
ment plans. The annuities provided by 


TIAA are of the conventional type pay- 
able in a fixed number of dollars. 


In 1952, the College Retirement Equi- 
ties Fund — CREF — was established 
as a new corporation by a special act 
of the New York State legislature to 
provide variable life annuities. It started 


operation on July 1, 1952 and like TIAA 


is under the supervision of the New 
York State Insurance Department. While 
TIAA and CREF are separate corpora- 
tions, they are affiliated and in effect 
are a part of a single system. No per- 
son can put more than one-half of his 
total premiums in CREF; the balance 
goes to TIAA. 


When a person buys an annuity from 
CREF he does not receive a contract 
guaranteeing to pay him a certain num- 
ber of dollars. Instead he is credited 
with a certain number of units repre- 
senting the proportion which his pay- 
ment bears to the total value of CREF’s 
funds. When dividends are received he 
is credited with his proportionate share 
as additional units. These units are ac- 
cumulated until he retires and then are 
converted into life annuity units. For 
example, if CREF’s assets are valued at 
$10,000,000 and there are 1,000,000 uits 
outstanding, each unit is then worth 
$10. If a person were to pay CREF $100 
(plus a small expense charge) at that 
time he would receive 10 units. The 
value of the units always depends upon 
the market value of the common stocks 
that comprise CREF’s assets. 


When a man retires, the current value 
of all his units is converted into a life 
annuity stated in terms of units. Instead 
of calculating units, he may pay a single 
premium and receive a life annuity in 
units beginning at once. For example, 
he may purchase by a single sum pay- 
ment, or through the conversion of ac- 
cumulated units, a life annuity of 100 
annuity units a year for as long as he 
lives. Thereafter he will be credited with 
100 annuity units each year throughout 
his remaining lifetime and be paid the 
current dollar value of these units. If 
each annuity unit was worth $10 the first 
year, $8 the second year, and $12 the 
third year, he would actually receive 
$1000, $800, and $1200 respectively for 


these three years. 


If our hypothetical lady mentioned in 
the previous three examples had invested 
her $25,000 in the TIAA-CREF system, 
her annual annuity would be: 


Annuity contract purchased 4/1/52 
Annual annuity 


for year ending: 3/31/53 3/81/54 3/81/55 





From CREF -....$ 925 $ 875 $ 975 
Vrom TIAA ———. 800 800 800 
$1,725 $1,675 $1,775 
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Annuity contract purchased 4/1/53 
Annual annuity 


for year ending: 8/31/54 3/31/55 











Zao Caae $ 925 $1,050 

Frm. TIAA —.... 800 800 

$1,725 $1,850 

Annuity contract purchased 4/1/54 
Annual annuity 

for year ending: 8/81/55 
From CREF -_-.... $ 925 

From TIAA ___. cone 800 

$1,725 


These examples refer to a life annuity 
only. This method of attempting to pre- 
serve purchasing power is equally ap- 
plicable to all three of the .investment 
theories mentioned at the outside of this 
article. 


Investment Policy 


CREF invests only in common stocks. 
Many conservative people shy away from 
stocks as they would from the plague. 
They know someone who lost everything 
by investing in common stocks in the 
1930’s. Yet common stocks did not cause 
the investment difficulties. Rather it was 
the speculative method of investing in 
common stocks. Losses came from three 
sources, namely: 


(1) Some people bought on margin. 
By borrowing most of the money to 
make the investment they stood to make 
a killing if stocks went up and to lose 
all if they went down. (2) They put all 
their eggs in one basket by buying 
shares in a single company. They 
profited abnormally when this stock 
- went up more than other stocks, but 
they lost heavily when it went down 
more than other stocks. (3) Many peo- 
ple lost money in the stock market as 
a result of bad timing; they either 


bought stocks when market values were 
high or sold stocks when market prices 
were low without getting an average 
stock market experience. 


CREF was designed to reduce these 
hazards to a negligible factor. In the 
first place, CREF does not buy on mar- 
gin. In the second place, CREF buys a 
broadly diversified group of stocks se- 
lected for their long-term potentialities; 
thus, the price of a single stock will 
have a small effect on the total result. 
The portfolio is in effect a cross section 
of the principal industries of the na- 
tion. Thirdly CREF permits averaging 
stock market prices over time. Its con- 
stititution provides that it must keep 
fully invested at all times. It does not 
try to guess stock market trends. If a 
man starts his annuity when he is thirty- 
five years of age and retires at sixty- 
five, his premiums will buy units each 
month over a 30-year period with no 
one point in the stock market being 
more important than any other. If he 
then receives annuity payments over a 
normal life expectancy of fifteen years, 
he gets the benefit of these additional 
fifteen years of average stock market 
experience. 


With speculation thus taken out of 
stock investing, common stocks are 
truly a safe investment. Moreover, his- 
tory has shown that such an average ex- 
perience over time will give very good 
results. The average annual yield for 
common stocks over the first fifty years 
of this century was 4.9%. During this 
same period, which included the great 
common stock debacle of 1929-32, com- 
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mon stocks appreciated in value ap- 
proximately 2-3% each year on the 
average. In some years and periods the 
gain was larger and in others smaller, 
but the yield and growth averaged to- 
gether about 7.2% a year during this 
half-century. 


Further Reduction of Hazards 


In the TIAA-CREF system the hazards 
are further reduced by the provision 
that at least one-half the premium must 
be placed in a TIAA annuity. In a de- 
pression when CREF may be expected 
to provide fewer annuity dollars, TIAA 
fixed dollar annuities should have 
greater purchasing power. Conversely 
during an inflationary period TIAA’s 
fixed number of dollars will have a 
dwindling purchasing power while 
CREF’s units should be supplying more 
dollars. Thus the two parts of the sys- 
tem tend to balance each other and to 
act as a hedge against each other. This 
is the essence of true conservatism. 


A person who buys a conventional 
fixed dollar annuity when the cost of 
living is down may suffer severely if 
there is subsequent inflation. To illus- 
trate: In the third example mentioned 
above $25,000 provided a_ single 
premium life annuity of about $1,600 a 
year. In the inflationary period follow- 
ing 1932 the cost of living would have 
gone up nearly 100% during the lifetime 
of the annuitant. Thus during this period 
her annuity dollars would have dwindled 
in purchasing power to almost 50% of 
their original value. But if one-half the 
premium had been placed in a variable 
annuity of the CREF type in 1932 on 
the basis of the average stock prices for 
that year, the combined annuity in- 
come would have increased about 40% 
in the first four years and about 100% 
by 1950. In the combined system the 
annuity payments would have had a 
tendency to follow the increase in the 
cost of living. 


But one may say, “Let’s look at an 
investment in 1929.” This was the year 
in which the purchasers of fixed dollar 
annuities fared the best. It is obviously 
the worst illustration we can take for the 
combined TIAA-CREF system. By pay- 
ing a single premium at one time, there 
is no chance of averaging common stock 
prices over the premium payment period. 
and it is not generally expected that 
stock market prices will ever again de- 
cline as sharply as they did in the 1929- 
32 period. But even in 1929 the com- 
bination would not have fared too badly 
in terms of purchasing power. The com- 


(Continued on page 71) 
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How INsuRANCE IS Taxep Now 


Specific Examples of New Rules Set by Code 


LOREN D. STARK 


Chartered Life Underwriter, Houston, Texas 


HE PROBLEM OF PROVIDING ADE- 
¢ a cash to pay taxes and other 
estate settlement costs has always posed 
difficulties. If life insurance used for 
this purpose is subject to estate taxes, 
then the estate owner frequently finds 
himself in a vicious circle—the more 
he provides, the larger the tax liability. 
Because liquidation of business interests 
to secure cash with which to pay taxes 
usually destroys, or at least diminishes, 
the income-producing ability of estate 
assets, it is desirable to provide the 
needed cash from other sources. 


Congress attempted to provide a solu- 
tion in the new Internal Revenue Code 
which says in effect that death proceeds 
of life insurance receivable by benefici- 
aries other than the estate will not be 
taxed as a part of the insured’s estate 
if at his death he possessed none of the 
incidents of ownership of the policy, 
which he could exercise either alone or 
in conjunction with any other person. 
If this provision of the Code had 
stopped at this point, the tax status of 
such proceeds would be easily deter- 
mined. However, the term “incident of 
ownership” is defined as including a 
reversionary interest if the value of such 
reversionary interest exceeds 5% of 
the value of the policy immediately 
preceding the insured’s death. The “re- 
versionary interest” rule is operative, 
“whether arising by the express terms 
of the policy or other instrument or by 
operation of law.” 


It should be noted that the language 
of the Code goes beyond the legal con- 
cept of a reversionary interest. For ex- 
ample, “the term ‘reversionary interest’ 
includes a possibility that the policy, or 
the proceeds of the policy, may return 
to the decedent or his estate or may be 
subject to a power of disposition by 
him.” If the application of the special 
meaning of reversionary interest con- 
tained in this section may result in the 
return of the policy or proceeds to the 


From address before Trust Division, Texas Bank- 
ers Association, Nov. 12, 1954. 
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insured or his estate or may make the 
policy subject to a power of disposi- 
tion by him, then the problem of valu- 
ing the reversionary interest must be 
considered. The yardstick to measure 
the value of such interest is to be fur- 
nished by the secretary or his delegate. 


Perhaps the Regulations will clarify 
the matter. However, some steps can 
be taken to improve the tax position 
of estate owners without too great a 
risk of creating tax liability posed by 
the reversionary interest and power of 
disposition questions. For example: If 
new insurance is acquired by some one 
other than the insured and the applica- 
tion as well as the policy vests all inci- 
dents of ownership in the applicant, 
then the insured could hardly be said 
to have a reversionary interest in the 
policy which he never at any time 
owned. If the insured pays the pre- 
mium, a gift tax liability may be in- 
volved. 

Another approach is the transfer of 
existing policies to a trust which the 
insured or someone else creates. If the 
terms of the trust clearly remove the 
possibility of reverter from the insured, 
then the policy proceeds received by 
such trust would not be included in the 
insured’s gross estate, unless by reason 
of contemplation of death and with the 
three-year limitation now in force this 
possibility is minimized. The questions 
relating to the gift tax liability must, 
of course, be explored when existing 
policies are transferred whether or not 
the transfer is to an individual or a 
trust. 


Income Tax on Proceeds 


If the death proceeds are paid to the 
beneficiary in one sum, no part of it 
is taxed as income to him. If the pro- 
ceeds are held by the insurance com- 
pany and interest paid to the benefici- 
ary, the interest is taxed as ordinary 
income. In both respects the new Code 
has made no change. However, if the 
proceeds of policies on the life of a 


decedent hereafter dying are paid in 
installments, a portion of each install- 
ment will be taxed as ordinary income. 
The amount of the excluded portion of 
the installment is determined by pro- 
ration of the principal amount of the 
proceeds (usually the face amount of 
the policy less indebtedness, if any) 
over the installment period; the re- 
mainder of each installment is taxable 
income. 


Example: A $30,000 policy paid over 
ten equal annual installments would, 
exclusive of interest, pay $3,000 per 
year. The policy option actually guar- 
antees $3,360 per year. The difference 
between $3,360 and $3,000, or $360, 


is taxable income. 


If the recipient is the surviving 
spouse of the insured, the amount of 
such difference is not subject to tax 
unless it exceeds $1,000 per year with 
respect to the aggregate of all install- 
ments derived from the death of the 
insured, 


There are, of course, other variations 
of installment settlements such as con- 
tinuous payments for the lifetime of 
the beneficiary with or without install- 
ments certain, continuous installments 
during the lifetime of two persons and 
during the lifetime of the survivor of 
them. Where the life contingency is 
involved, the pay-out period is based 
upon the life expectancy of the benefi- 
ciary. The same tax principles are 
applicable, but the mathematics of 
computing the tax is more involved. 


Gifts of Insurance 


What are the tax consequences where 
the insured-owner transfers the owner- 
ship of the policy to some other party? 
If the transfer is a gift and the donee 
is a member of the insured’s family, 


particular care should be exercised in . 


wording the instrument of transfer to 
avoid the questions posed by the “re- 
versionary interest” provision of the 
Code. Transfers to those who are not 
members of the insured’s family will 
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be less likely to raise the question of 
reverter. It may be that the gift of 
existing policies to a trust, as previously 
suggested, will prove to be the safest 
procedure. 


If the donee is a minor, the new pro- 
vision of the Code relating to gifts of 
a “present interest” may allay past fears 
created by the Stifel decision, 197 F 
(2nd) 107. However, the reversionary 
interest language of the Code will still 
cast doubts until clarified by Regula- 
tions or court decisions regarding the 
exclusion of the death proceeds from 
the insured’s gross estate. The follow- 
ing idea may be worth careful study 
as the solution to the reverter problem 
with respect to gifts of policies on the 
life of a parent to his minor children. 


Name the child as owner of the 
policy without restrictions of any kind 
relating to the exercise by the child 
or his guardian of all rights undez the 
policy. Then provide that if the child 
dies before exercising his rights as 
owner, another person is to become the 
owner of the policy. Such an arrange- 
ment may solve the “reverter” prob- 
lem and at the same time retain the 
“present interest” character of the gift. 
If the life expectancies of the persons 
named as owner and contingent owner 
are great, then the value of any pos- 
sibility of reversion of the policy to the 
insured would be negligible. 


A number of lawyers assure me that 
the first child has in effect a fee simple 
defeasible title and that there are Texas 
cases to the effect that the second child 
contingent owner possesses no title un- 
less the first child owner dies without 
having disposed of the policy. There- 
fore, there is no adverse estate tax con- 
sequence to the second child due to the 
fact that he is named as contingent 
owner. 


The valuation of the policy for gift 
tax purposes would be the same as in 
the old law, i.e., the replacement value 
of the policy. It should be noted that 
such replacement value is not the same 
as the cash value. Almost invariably 
the replacement value is greater than 
the cash value, although this difference 
at younger ages of the insured will gen- 


erally be slight. 


Transfers to Business Associates 


Life insurance supporting stock or 
partnership purchase and sale agree- 
ments and stock retirement agreements 
has posed a difficult tax problem where 
the interests of the parties change from 
time to time. In the prior law a shift- 
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ing of the ownership of policies cover- 
ing the lives of the parties to correspond 
to changes in their respective interests 
in the business resulted in a transfer 
for value transaction. The tax burden 
thus imposed upon the transferee usu- 
ally made such transactions impractical. 
In the 1954 Code the transfer of life 
insurance for a valuable consideration 
to a partner of the insured, to a part- 
nership in which the insured is a part- 
ner or to a corporation in which the 
insured is a shareholder or officer does 
not create an income tax liability with 
respect to receipt of the policy proceeds 
by the transferee. 


This change makes possible many 
agreements between partners, stock- 
holders and corporations which hereto- 
fore were not feasible. This is particu- 
larly true where one of the parties is 
uninsurable but who owns personal life 
insurance and is willing to sell it to his 
business associates. The tax status of 
transfers of a policy for a valuable 
consideration to others is substantially 
the same as in the prior law. 


Personal Annuity Payments 


Three aspects of taxes affecting an- 
nuity payments are particularly import- 
ant—i.e., amounts’ included in the de- 
cedent’s gross estate, amounts included 
in the annuitant’s gross income and 
amounts included in the beneficiary’s 
gross income received after the death 
of the annuitant. 





“Annuity” is defined to include in- 
stallments payable for a certain period 
as well as installment payments payable 
over the lifetime of the annuitant. Life 
insurance proceeds paid in installments 
to the beneficiary by reason of the 
death of the insured are subject to tax 
as explained earlier in this paper. 


(1) The “life expectancy rule” pro- 
vides for the determination of the 
amount of each payment to be excluded 
from income. This excluded portion is 
the amount of the investment spread 
evenly over the annuitant’s life expec- 
tancy. 


(2) The “installment rule” similarly 
provides for the determination of the 
excluded portion of each payment but 
using the fixed pay-out period instead 
of the annuitant’s life expectancy. 


(3) The “cost recovery rule” deals 
with miscellaneous payments, such as 
dividends and lump sum payments real- 
ized on surrender, redemption or ma- 
turity of the contract under which the 
taxpayer, is allowed to recover his in- 
vestment and is taxed on the excess 
realized. 


(a) Estate of Owner 


If the annuity provides for payments 
subsequent to the death of the annui- 
tant, a portion of the value of such 
payments is included in the gross es- 
tate. In determining the value of such 
portion only such amount is included 
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as is proportionate to that part of the 
purchase price theretofore contributed 
by the decedent. 


Example: Out of his separate es- 
tate funds Doe paid $15,000 for an- 
nuity. At his death the value of in- 
stallment payments to be made to his 
beneficiary is determined to be $20,- 
000. The entire $20,000 will be in- 
cluded in his gross estate. If on the 
other hand, the $15,000 purchase 
price were paid out of community 
funds, then only $10,000 will be in- 
cluded in Doe’s gross estate. 


The beneficiary will be entitled to a 
deduction for income tax purposes of 
the amount of estate tax attributable to 
the value of the annuity included in the 
decedent’s estate spread equally each 
year over the period used in computing 
the value of annuity so included in the 
decedent’s estate. 


Example: Using the above illustra- 
tion, if $20,000 is included in Doe’s 
gross estate and the estate tax attri- 
butable thereto is $4,500 and the pay- 
out period is ten years at the rate 
of $2,000 per year, then Doe’s bene- 
ficiary would be entitled to a deduc- 
tion each year in amount of $450. 


On the other hand, if only $10,000 
is included in Doe’s gross estate and 
the estate tax attributable thereto is 
$2,250, then a deduction of $225 
would be allowed the beneficiary for 
each of the ten pay-out years. With 
respect to the remaining annuity 
payments received by the beneficiary, 
such payments would be taxed in ac- 
cordance with rules governing the 
taxing of annuities. 


(b) Income to Annuitant 


The broad principle is to permit the 
annuitant to recover his purchase price 
in equal annual amounts spread over 
the pay-out period where the annuitant 
receives level amounts each year. 


Example: Doe purchases an an- 
nuity for $10,000 which guarantees 
to pay him $1,000 per year for life, 
which, according to the mortality 
table furnished by the government, 
is 20 years. The amount excluded 
from his income is $500, i.e., $10,- 
000 ~ 20 years. The remaining $500 
is included in gross income. If Doe 
lives beyond the 20 years, he will 
also be entitled to the $500 exclusion 
each year thereafter. 


If received in one sum, the amount 
included in gross income is taxed as 
though one-third had been received cur- 
rently and one-third had been received 


- in each of the preceding two taxable 


years. 


In this connection, the deduction 
allowed with respect to estate tax attri- 
butable to the value of an annuity in- 





cluded in the decedent’s gross estate 
would not extend beyond the 20 years 
in the above illustration.. That is, the 
deduction is allowed only during the 
pay-out period used in computing the 
value of the annuity. 


The matter is much more complicated 
when the annuity contract provides for 
payments during the life of the annui- 
tant but with a guaranteed number of 
payments if the annuitant dies before 
receiving such minimum number of 
payments. Further complications arise 
where more than one person receives 
payments under the annuity contract, 
as for example, joint and survivor, 
where income is guaranteed during the 
lifetime of two persons and during the 
lifetime of the survivor of them. A 
joint and survivor annuity with a guar- 
anteed refund, with provision for divi- 
dends creates even more difficulties in 
computing the excluded portion of the 
payments. 


In general, the guaranteed refund re- 
duces the amount of the investment in 
the contract for purposes of computing 
the amount of the yearly annuity pay- 
ments to be excluded. The investment 
in the contract is reduced by an amount 
equal to the actuarial value of the re- 
fund which takes into account a dis- 
count for mortality only, i.e., no dis- 
count for interest. The following ex- 
amples are from the Journal of the 
American Society of C. L. U., Fall 
1954.* 


Life Annuity 


Example: A purchases for $50,000 
an annuity contract which will pay 
him $3,900 per year during his life- 
time. At his death, there are no 
further payments. At the date of the 
first annuity payment, A’s life ex- 
pectancy is 15 years. The excluded 
portion of each $3,900 payment will 
be $50,000 divided by 15 or $3,333. 
The balance of $567 will be included 
in income. 


Refund Annuity 


Example: A purchases for $50,000 
an annuity contract which will pay 
him $2,900 per year during his life- 
time. At his death, annuity payments 
will be continued to a_ beneficiary 
until the sum of guaranteed payments 
equals the consideration. If we as- 
sume that a life annuity would have 
cost A $387,500, the $12,500 difference 
is the discounted value of the refund 
feature. Interest is attributable to 
the average expectation of lapse of 
time prior to death of the annuitant 


(Continued on page 79) 


*Acknowledgement is also made to Robert J. 
Lawthers for his helpful report to the Million Dol- 
lar Round Table. 
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r- STANDARD FEDERAL TAX REPORTS—Vew law, old 
vi- law—for the man who must have everything concerning 
in federal taxes affecting business and individual tax- 
he payers. Week in, week out, the Standard’s informative 
issues rush to subscribers complete details on every twist 
re- and turn of pertinent federal tax law, as it breaks. Fea- 
in tured are authoritative full texts of laws, regulations, 
ne rulings, court decisions, forms, and related facts and 
ie information—all explained and tied into the over-all 
= picture with helpful, understandable editorial comments. 
= Current subscription plan includes 7 “bring-you-up-to- 
“a « date” Compilation Volumes and companion Internal 
“4 Revenue Code Volume. 
eXx- 22 SE Me SS oe 
se FEDERAL TAX GUIDE REPORTS—Edited and produced 
particularly for Tax Men who must stay abreast of un- 
folding developments concerning the federal income 
taxes of the average taxpayer, the ordinary corporation 
000 or individual. Swift weekly issues provide quick access 
ed to essential facts and information—changes in statutes, 
gt amendments, regulations, decisions, official rulings, and 
the = the like. Subscription includes two loose leaf Compila- 
=. tion Volumes replete with pertinent law texts, Commit- 
“2 tee Reports, rulings, decisions, explanations, examples, 
333.» charts, tables, check lists. 
ded 
000 PAYROLL TAX GUIDE—For dependable, continuing 
ar help in handling the payroll problems involved under 
ents federal income tax withholding, federal social security 
iary taxes on employers and employees, federal wage and 
= hour regulatory provisions, state and local income tax 
nave withholding, and unemployment insurance contribu- 
ence tions. Spans the whole workaday world of pertinent 
“ 7 statutes, rulings, regulations, decisions, returns, forms, 
2 of reports and instructions. No law texts, no regulations— 
tant instead plain-spoken explanations of “payrc:l law” 
- make everything instantly clear. Encyclopedic Compila- 
tion Volume included, 
rt J. 
1 Dol- 
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PENSION PLAN GUIDE—A specialized Reporter for all 
concerned with drafting, qualifying for federal tax ex- 
emption, operating and administering employee-benefit 
plans. Regular releases make clear the what, how and 
why of statutory and practical requirements that shape 
and mold private programs. In addition to profit-sharing 
and pension planning, coverage includes: Group Insur- 
ance Plans, Executive Compensation Plans, Fringe 
Benefits, Investment of Employee Trust Funds, Pay- 
ment of Benefits, Guaranteed Annual Wages. All ar- 
ranged in one loose leaf Volume. 


SINCLAIR-MURRAY CAPITAL CHANGES REPORTS 
(Produced and published by Sinclair, Murray & Co., 

Inc. —a wholly-owned subsidiary of Commerce Clearing 
House, Inc.) When capital changes affect income from 
an investment portfolio, how can the Tax Man get the 
facts and information needed for correctly computing 
gain and loss for federal income tax purposes? In three 
loose leaf Volumes the complete capital changes histories 
of over 12,000 corporations are set forth. Fast, regular 
loose leaf Reports cover federal tax aspects of: stock 
rights, stock dividends, reorganization security ex- 
changes, liquidating distributions, dividends on pre- 
ferred stock redemptions, non-taxable and capital gains 
cash dividends, interest on bonds “traded flat,” amortiz- 
able premium or convertible bonds, and the like. 











































STATE TAX REPORTS—Tax Men everywhere welcome 
the special assistance of CCH’s State Tax Reports. Forty- 
eight states and the District of Columbia are each in- 
dividually covered in separate reporting units. Swift, 
accurate, convenient, the informative regular “Reports” 
for each unit keep pertinent state tax facts and informa- 
tion constantly up-to-the-minute. Coverage includes new 
laws, amendments, regulations, rulings, court and ad- 
ministrative decisions, return and report forms—in 
short, everything important and helpful in the sound 
and effective handling of corporate or individual state 
taxes and taxation. One or more loose leaf Reporter 
Volumes for each unit included under subscription at 
no added cost. 


“There’s a CCH Topical Law Reporter To Fill 
Every Tax Law Need, Every Business Law Need” 
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PRUDENT CONFIDENCE GOVERNS TRUSTMEN 


~. . Porttolio Studies . 


.. Funds Index ... Reports 


IN THIRD ANNUAL TRUST INVESTMENT SYMPOSIUM 


N THE SURVEY* OF THE TRUST INVEST- 
l ment outlook for 1954 the dominant 
note in contributor utterances was one 
of longer-range optimism, although 
stock positions were being watched at 
that time with great care, due to un- 
certain business prospects. The trustees 
were prepared, and properly so, for a 
storm which never materialized but the 
stock positions in discretionary ac- 
counts have produced satisfactory re- 





*See Dec. 1953 T&E, p. 934. 


turns and also some very acceptable 
capital appreciation in the interim. 


Today trustee-type investment media 
have attained levels which contain a 
liberal quota of question marks. Bond 
yields are low and more likely to rise 
than decline. Preferred stocks command 
no great measure of enthusiasm, except 
for income sweetening. Lower grade 
stocks are not widely favored. 


The suggestions offered here by 32 


trust investment men across the country 


embody various approaches but none 
advocates elimination of common stocks 
at this time. Partial participation and 
provision for expansion over a period 
are afforded through short-term media. 
A balanced position, with present em- 
phasis perhaps upon the more stable 
side, is indicated but the risk of being 
without stocks is held greater than to 
have a reasoned participation in the 
earnings and growth of leading busi- 
nesses. The editors express sincere ap- 
preciation to the contributors. 





Citizens National Trust & Savings 


Bank of Los Angeles 


Let us assume a new cash discretion- 
ary fund of $300,000 seeking reason- 
able return without undue degree of 
risk. Relatively high bond prices and 
low yields hold small attraction for 
investment of personal trust funds in 
view of probable continued inflationary 
trend. Low yields and good credit con- 
ditions do not make good buying time 
for preferreds. With good business and 
earnings, and most price-earnings ratios 
approaching relatively high figures, 
common stocks do not appear on the 
bargain counter. 


As an approach to a sound invest- 
ment policy under these conditions, we 
would buy fixed income with relatively 
short maturities, which excludes pre- 
ferred stocks. Buy common stocks in a 
sufficient amount to get your foot in the 
door and also leave ample reserve buy- 
ing power for future, possibly as fol- 
lows: 


Income 
$20,000 U. S. Treas. Series “H”___. 330 
75,000 U. S. Treas. 214’s, 

a ae 1,875 
23,000... S. Treas. Billa . 250 
75,000 Real Estate Loans _........__ 3,750 
30,000 Building & Loan 

WPUIONNOR oo 

$225,000 $7,255 
$75,000 In approximately equal 


amounts in the following 
common stocks: 


Allis- Chalmers, Beatrice 


Foods, Consolidated Edi- 
son, Container Corp., Du- 
Pont, General Electric, 
Goodyear, Houston Light- 
ing, International Paper, 
Link Belt, Minneapolis- 
Honeywell, Sears Roebuck, 
Standard of California, 
Standard of New Jersey, 
Thompson Products, Union 


I ge 2,993 
Total Income _........$10,248 
Yield 3.416% 


I propose that the initial 25% in 
common stocks be increased on a dol- 
lar-averaging plan for five years at the 
rate of $24,000 per year, purchases to 
be made at regular four-month inter- 
vals to coincide with existing dollar- 
averaging purchase dates of other trusts 
so that all trusts are not penalized by 
being forced to buy small dollar 
amounts of stocks. This in theory will 
bring common stocks to 65% in five 
years. To provide funds for the com- 
mon stock purchases and additional 
Series “H” or other more attractive 
bonds, the Trust has $130,000 in Treas- 
ury Bills and 214’s 1961, and the Build- 
ing and Loan Certificates. I would watch 
general business conditions and _ the 
real estate market, and when and if 
circumstances indicating a distress real 
estate market were imminent I would 
yank the Building and Loan Certifi- 
cates. In addition the Trust would have 
several thousand dollars a year princi- 
pal amortization from real estate loans. 
In this territory we can get good 5% 





real estate loans all paid off in 10-12 
years. 


Excepting Consolidated Edison and 
Houston, the common stocks are those 
of companies showing sales increases 
greater than population growth without 
sacrificing profit margins. All stocks 
except Consolidated Edison and Bea- 
trice Foods have sold higher than their 
inflated 1929 market prices. I would 
prefer to make a market timing error 
in an aggressive, well-managed company 
with growth prospects rather than in a 
respectable “old lady” with a good 
reputation but small prospects of 
growth. 


Except during a very severe business 
depression, I think that income should 
increase as the yield on “H” bonds in- 
creases and money in Bills and Treas- 
ury 214’s moves into stocks. 


F. J. TureMe, Jr., 
Trust Officer 


Title Insurance and Trust Co. 


Los Angeles 


At the present time we would place 
all trusts up to and including $100.- 
000 in our Common Trust Fund, which 
as of November 30th was made up: 

35% in bonds, of which one-third 
are in U. S. Governments and_ two- 
thirds in corporates. 

65% in stocks, of which one-half are 
in defensive securities such as_ banks, 
insurance and public utilities; and one- 
half in aggressive stocks. 
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This reflects our basic trust invest- 
ment policy, which of course is varied 
to meet specific conditions in different 
accounts, 


FranK D. McGrecor, 
Vice President 


Bank of America N.T.S.A. 


San Francisco 


A new, fully discretionary trust, en- 
tirely in cash and with no unusual 
circumstances or restrictions, would be 
invested in a portfolio balanced between 
high grade fixed income securities and 
common stocks. The percentages of 
each would vary according to the in- 
come needs of the beneficiary and ob- 
jective of the trust. 


For the purpose of this review we 
have selected a trust of $100,000. We 
assume that income is important and 
the account can accept a reasonable 
degree of risk and that there are no 
tax problems to warrant the inclusion 
of tax exempt securities. For a trust of 
this size, our first choice would be our 
Diversified Common Trust Fund which 
offers a much broader diversification 
than ordinarily obtainable under an in- 
dividual investment program. This Fund 
is composed of U. S. Governments, 
corporate bonds, miscellaneous prime 
obligations, a small percentage in real 
estate loans and preferred stocks which 
account for about 50% of the portfolio. 
The remaining 50% is in common 
stocks, 


In the event there should be reasons 
for keeping the funds separate from 
the Common Trust Fund, the over-all 
50% bond and 50% stock pattern of 
the Fund would be generally followed 
for this account. In the fixed securities 
portion approximately 20% of the fund 
would be invested in Governments and 
a like amount in corporate bonds. Four 
different bond issues in units of $5,000 
each would be chosen from utility and 
industrial companies. The bond maturi- 
ties would be well spaced and the funds 
invested in Governments would be 
available as a reserve to be drawn 
upon in the event emergency require- 
ments should arise on the part of the 
beneficiary. In addition, they would 
afford the opportunity of providing 
funds to meet any subsequent changes 
that might be deemed advisable in the 
portfolio. As to preferreds, possibly 
10% of the fund ‘would be placed in 
this category. 

The funds invested in the common 
stock portion would be well spread in 
industries and companies with above 
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average growth in sales, earnings and 
dividend records. About 20% of the 
account would be placed in utilities, 
banks and insurance shares and the 
remaining 30% apportioned among a 
well diversified list of industrial growth 
companies. 


THomaS LEITH, 
Trust Officer 


Wilmington Trust Company 
Wilmington 

The investment of a new fully dis- 
cretionary trust account free of unusual 
restrictions or circumstances and of 
such size as to permit adequate diversi- 





fication should be based on a conserva- 
tive rather than an aggressive approach 
at this time for several reasons: 


(1) Business generally appears to 
be in a peak area although the out- 
look for 1955 is for relative stability 
with a gradually rising trend. 

(2) The stock market based on reco- 
gnized averages is at a new peak his- 
torically. 

(3) The yield differential between 
high quality bonds and common stocks 
has narrowed considerably in the past 
year, and 


(4) Many equities appear somewhat 
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fully valued based on a _ reasonable 
long-term capitalization of earning 
power and dividends. 


Under these conditions, therefore, a 
new trust today would be invested 
about 55% in bonds, 10% in preferred 
stocks, and 35% in common stocks 
although the goal would be 50% to 
55% in equities within a period of a 
year or so. Purchases during that time 
would be spaced on the dollar averag- 
ing principle. 


In the bond category, short-term 
U. S. Treasury issues would be held 
as a cash reserve for future equity 
purchases. Corporate bonds would be 
acquired with maturities in the vicinity 
of 25 years with some preference being 
given to suitable convertible issues. 
Public utility bonds would generally be 
favored since yields obtainable are 
somewhat higher than from industrial 
issues. To improve yield, real estate 
amortizing mortgages, currently bear- 
ing interest around 5%, would be used 
if available and consideration also 
would be given to some railroad bonds 
in view of the higher income return 
considering quality. Bonds held down 


by call price would be used where pos- 
sible. 


An investment in preferred stocks 


has been indicated but would only be 
used if the added income is relatively 
important. As with bonds, preference 
wouid be given to stocks with a sinking 
fund or those with a conversion feature. 


Common stocks would be selected to 
give adequate diversification by indus- 
try with emphasis on those with de- 
fensive characteristics. However, some 
stocks should be included which are 
principally attractive from the longer- 
term viewpoint. The common stocks 
purchased would be chosen from the 
following industry groups: public util- 
ity including natural gas, chemical, oil, 
banks, finance companies, foods, paper, 


building, electric equipment, office 
equipment, and rubber. 
W. D. Mertz, 


Assistant Vice President 


The Riggs National Bank 
Washington, D. C. 


In a new fully discretionary trust 
account of such size as would permit 
proper diversification, free of unusual 
circumstances or restrictions, we would 
distribute the portfolio at this time as 
follows: 15% in U. S. Governments, 
45% in common stocks, 40% in real 
estate notes. 


The Governments would be divided 
between U. S. Savings Bonds, Series 
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A.T. &T. is calling... 


its 254% Convertible Debentures of 1961 
for redemption on March 1, 1955 at 103% 


After March 1, 1955, interest on these debentures will 
cease to accrue and they will no longer be convertible. 


Copies of the notice of redemption and of a Prospectus 
relating to the stock of A.T.&T. into which these deben- 
tures are convertible may be obtained from the Company. 


AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY 








195 Broadway, 
New York 7, N. Y. 








“K” (which we would expect to hold 
to maturity) and open market Treas. 
uries (as a source of cash for shifting 
the account ratios, if desired). As to 
the Treasuries, we presently are pur- 


chasing the 214’s due 12/15/68-63. 


Common stocks would be limited to 
not more than 5% of assets in any one 
item, with diversification by industry. 
We would emphasize electric utility 
stocks in diverse geographical locations 
for income and moderate growth, and 
would include stocks from these in- 
dustries: automobile, banking, building, 
chemical, container and glass, drug, 
electrical equipment, food and dairy, 
merchandising, mail order, non-ferrous 
metal, paper, petroleum, natural gas, 
and telephone. 


In certain classifications (such as 
automobiles where we purchase only 
General Motors shares) our selections 
are limited; but in other industries, as 
food and petroleum, our “purchase” 
list includes Beatrice Foods, Corn Prod- 
ucts, Phillips Petroleum, and Standard 
Oil Co. of New Jersey. As a result, the 
percentage in foods and oils, along with 
utilities, would run higher than in other 
industries. On a policy basis, we are 
not willing to lower our sights in qual- 
ity to so-called “secondary” or “red- 
chip” stocks in order to increase yield 
or obtain possible capital gains, but 
have kept within the “blue-chip” cate- 
gory in the belief that performance over 
the years will be gratifying. We look 
for seasoned stocks with long and un- 
interrupted dividend records, of com- 
panies that have built up a reputation 
for permanence and stability; and, of 
course, we review our holdings for ad- 
vantageous changes. Our selections com- 
bine income and growth characteristics 
with some items, as DuPont and Scott 
Paper, exhibiting strong growth trends. 


Our approach to portfolio distribu- 
tion differs from our ideas of a year 
or so ago in that we have eliminated 
reference to preferred stocks, lowered 
the anticipated common stock ratio and 
have raised the percentage in Govern- 
ments. In general, we still do not pur- 
chase corporate bonds, but for fixed 
income and safety of principal look to 
local first deed of trust real estate 
notes. 


F. L. Cuurcu, Jr. 
Trust Investment Officer 
The First National Bank 
of Miami 


In stating our views re the handling 
of a new fully discretionary ‘trust of 
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such size as to permit proper diversifi- 
cation and free of any investment re- 
strictions, we must also assume that 
the beneficiary is in a reasonably high 
tax bracket (otherwise the trust might 
not be so large in size) but has definite 
need for income from the trust. We 
will also assume that there would ap- 
pear to be na immediate need for in- 
vasion of principal in the trust. 


On these premises, the hypothetical 
account would show a major break- 
down as follows: U. S. Treasury bonds 


15%, high grade municipals 30%, 
common stocks 55%. 
Taking common stocks alone as 


100%, our current diversification per 
industry would be as follows: 


Automotive __..._. 5% 
NE aks 10% 
Cane 10% 


ae 3% 
Electrical Equipment. 8% 


Finance .......... 5% 
le ot ee 
Non-€errous Metals _. 8% 
re a 
I snchidcactanbacmstibeinas 8% 
ee oe 15% 


The following comments regarding 
this diversification are in order: 


1. The Treasury bonds would most 
likely constitute an issue guaranteed by 
the United States Government as to its 
use at par for the purpose of paying 
estate taxes. (This would apply partic- 
ularly if the trust were includable in 
an individual’s estate.) At the present 
time many such issues can be pur- 
chased below par, thereby guaranteeing 
the estate a profit. 


2. The municipal bonds would most 
likely consist of long-term public hous- 


‘ing authority issues. They are guaran- 


teed as to payment of income and 
principal by the United States Govern- 
ment and can be obtained on a yield 
basis equivalent to regular “AA” muni- 
cipal bonds. 


3. We do not buy cumulative pre- 
ferred stocks (other than convertible) 
because we do not feel they possess 
either the reserve asset value of high 
grade bonds or the income and appre- 
ciation potential of common stocks. 


4. The common stocks themselves 
would in all cases reflect an intent to 
purchase companies of high quality 
which have demonstrated and continue 
to indicate a potential for long range 
growth. As long as the quality of the 
company and the outlook for the in- 
dustry continued good no changes 
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would be made, regardless of whether 
the stock appeared to be temporarily 
over-priced, as is the case with quite 
a few issues in today’s market. Indus- 
tries possessing what is believed to be 
short-term attraction only, such as the 
steels and a few railroads are properly 
omitted from our buying list, because 
we believe the trustee is called upon to 
exercise too much “timing” as to when 
to get in and when to get out. 


This in a nutshell indicates our in- 
vestment philosophy. We might add 
also that in personal trusts we do not 
purchase corporate bonds, because the 
spread in yield between Governments 
and high grade corporates is so rela- 
tively small as not to warrant in our 
opinion the additional risk. 


EpWARD F. SWENSON, Jr., 
Vice President 


Trust Company of Georgia 
Atlanta ; 


Our Common Trust Fund reflects the 
diversification which we consider proper 
under existing conditions. At present, 
this Fund is invested 24.4% in govern- 
ment bonds, 15.5% in corporate bonds, 
8.2% in preferred stocks, and 51.8% 
in common stocks, with the balance in 


cash. This Fund, however, has been in 
existence for a number of years, and a 
good portion of the equity ratio results 
from appreciation. I doubt seriously 
that we would invest a new account as 
liberally as our Common Trust Fund. 
Assuming no unusual features in the 
trust, we probably would recommend 
10 to 15% in government bonds, 30 to 
35% in corporate bonds, not more 
than 15% in preferred stocks, and 40 
to 45% in common stocks. 


Among government bonds, we favor 
the Series K Savings Bonds, and if 
liquidity is not a factor, we would prob- 
ably confine our purchases of govern- 
ments to such obligations. We hesitate 
to acquire corporate bonds having a 
quality rating below A, but in special 
cases we would recommend BAA obli- 
gations if we were satisfied that the 
company represented an improving sit- 
uation. We also have avoided longer- 
term maturities, and probably would 
confine our recommendations to bonds 
having a maximum life of 25 years. 


We are not enthusiastic about pre- 
ferred stocks and use them only for in- 
come purposes, but in the average trust 
this is an important factor, and as in- 
dicated above, we would be willing to 





estates for your clients. 


matters as: 


stocks; 


the expenses of an estate; 


porations. 


LET US SHARE YOUR TRUST 
and ESTATE PROBLEMS 


Now, without cost or obligation on your part, you can get 
expert investment advice in the administration of trusts and 


Our Investment Advisory Committee can help you on such 


The most suitable investments for 
carrying out the aims of a trust; 


The importance of selection, whether 
it be tax-exempt bonds or common 


Which holdings to liquidate to meet 


How best to dispose of a family busi- 
ness or blocks of publicly-held cor- 


These — and many other problems — 
are apt to come up in the handling of 
estates; our many years of experience 
in investments and our detailed knowl- 
edge of all security markets enable us to 
serve you as consultants in the faithful 
performance of these responsibilities. 
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go as high as 15% of the total. In 
some cases we have departed from top 
quality preferreds in the belief that the 
higher yields afforded by some medium- 
grade issues justified the risk. How- 
ever, we attempt to use these medium- 
grade preferreds sparingly, and as in 
the case of BAA bonds, we limit our 
recommendations to those issues which 
we believe show an improving trend. 
We are impressed with the theory be- 
hind convertible preferreds, but in to- 
day’s market we have found few, if 
any, issues of satisfactory quality 
which afford adequate returns. 


We are not overly concerned about 
the present level of common. stock 
prices, but because of fairly liberal 
price-earnings ratios and low yields on 
so many issues, we have felt it advis- 
able to exercise a certain degree of 
caution in our selection. We thus em- 
phasize mainly the stable type stocks, 
but attempt to combine these issues with 
stocks which appear to have superior 
possibilities of increasing earnings and 
dividends. In other words, using a 
package approach, we seek a satisfac- 
tory return from our commons, but do 
not eliminate the longer-term factor of 
growth. Actually, we try to avoid those 
issues whose only attraction appears to 
be a good current return. 


At present, the utilities would be 
given greatest weight in any common 
stock list with perhaps 20 to 25% of 
the equity segment in this group. The 
oils would rank next in importance, 
and these groups would be followed by 
chemicals, insurance, retail trade, dairy 
products and foods, electrical equip- 
ment and electronics and paper. 


NorMAN S. WELCH, JR., 
Assistant Vice President 


The Kentucky Trust Co. 


Louisville 


In our view the best test of how we 
would approach the investment of a 
discretionary new trust account is pro- 
vided by actual policy in our Common 
Trust Fund, since we are perfectly free 
to adjust the position of this account 
at any time and the continuing inflow 
of cash makes it easy to do so. This 
fund is at present invested approxi- 
mately 40% in bonds, 15% in pre- 
ferred stocks, and 45% in common 
stocks. (We assume that the conditions 
surrounding the hypothetical new ac- 
count are such that no special emphasis 
on tax exempt bonds would be indi- 
cated.) Under these circumstances a 
well balanced account still seems the 
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best answer, and we consider that the 
proportions above given represent a 
satisfactory balance in the light of to- 
day’s situation. 


It seems probable that there will not 
be any significant change in the level 
of interest rates during the coming year 
and that the level of business activity 
will average slightly better than in 1954. 
Corporation earnings probably will 
show a somewhat greater improvement 
than business activity, but we would 
not look for the change to be dramatic. 
A year ago we said “We feel that com- 
mon stocks generally represent a fairly 
sober evaluation of earnings and divi- 
dends to be expected in the above men- 
tioned set of circumstances” (that is, 
a moderate decline in business activity 
and continuing easy money). We must 
qualify that view this year, because the 
rise in common stock prices this year 
has taken many of the best stocks to 
levels at which the price-earnings ratio 
and dividend yield are not attractive 
and we therefore, with regret, would 
confine investment in the most sought 
after growth stocks to a very small part 
of the fund. We would place emphasis 
for common stock selections on those 
groups which still return a reasonable 
yield and offer the prospect of a good 
degree of stability, such as oils, utilities, 
bank, fire and casualty insurance, and 
food stocks. 


J. VAN DyKE Norman, Jr., 
Executive Vice President 


Boston Safe Deposit and Trust Co. 
Boston 


In the type of trust you describe, we 
would have a long range diversification 
objective of 40% in bonds and 60% in 
common stocks. However, at the present 
time, I think we would prefer to limit 
common stocks to 50% and put an addi- 
tional 10% in relatively short-term 
bonds with the plan of building gradu- 
ally up to 60% in equities by periodical 
purchases or as opportunities presented 
themselves. 


With respect to the selection of bonds, 
a great deal would depend on the tax 
bracket of the beneficiary. We consider 
U. S. Savings Bonds, Series K, relatively 


attractive. 


Common stock groups which we pre- 
fer at this time include automobile, 
business equipment, chemical, con- 
tainer, electrical equipment, grocery 
chain, certain metals, oil, paper, rub- 
ber, steel and public utility. For reasons 
which need no explanation, the selec- 
tion of actual issues, both bonds and 








stocks, would depend upon prices pre- 
vailing at the time of purchase. 


Wituiam W. Wo rsacu, 
Vice President 


Old Colony Trust Co. 


Boston 


A new fully discretionary trust in 
cash of such size as to permit proper 
diversification, and free of unusual cir- 
cumstances or restrictions, is basically 
invested 50% in bonds and 50% in 
common stocks. The pattern is approxi- 
mately unchanged from that described 
in these columns in December, 1953. 
Since long Aaa corporates now yield 
only about 3%, bond emphasis is on 
United States Governments or on tax- 
exempts, as indicated by the circum- 
stances of the beneficiary. Maturities 
are so spread that more bonds come due 
within 10 years than mature beyond 
20 years. 


Common stocks are split to give 
roughly 70% in the broad group of in- 
dustrials, 15% in utilities, and 15% in 
insurance and bank shares. Individual 
stocks are “blue chips,” including the 
same issues that were mentioned twelve 
months ago. It should be borne in 
mind, however, that the type of stock 
we buy, though it may have raised its 
dividend in 1954, is yielding on aver- 
age around 314%. 

We look for growth beneficial to 
stockholders when making stock selec- 
tions, stressing earning power rather 
than immediate dividend. We search 
for the prospect for 1955, 1956, and 
the years beyond of an improving earn- 
ings and dividend-paying ability, pro- 
vided the economy as a whole remains 
on an even keel. Our judgment may 
prove fallible over the short-term; but, 
to the extent that it is based on proba- 
bilities rather than on possibilities, we 
shall have peace-of-mind while quota- 
tions keep on fluctuating. The 2% to 
3% long-term average growth of the 
nation’s economy is a firm foundation 
for investment that scans distant hori- 
zons. The long view sometimes sur- 
prises by bringing favorable nearby 
results. Its emphasis is on value rather 
than price. It tends to be aggressive. It 
satisfies the belief of this writer that 
one should “never fight a defensive war 
in common stocks.” 

A. L. Cosurn, Jr., 
Vice President 


First National Bank 
of Minneapolis 


At this level of the market the plan- 
ning of an investment program for a 
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1954 
marked by expanding 


capacity 
as Glidden builds to meet demands 
for products 
































The 1954 Annual Report of The Glidden Company emphasizes a year of 
physical growth. New equipment and facilities for various divisions of the 
Company were established or started from coast to coast. This expansion pro- 
gram will involve a dollar expenditure greatly increased over previous years. 
It confirms the confidence of Glidden in the future and that the Company will 
be ready to meet the accelerated demand for its many diversified products. 


From the President’s letter: 


construction started on first $10,000,000 
unit of a new Titanium Dioxide plant in 
Baltimore. One hundred fifteen acres of 
land acquired ... with two more com- 
parable units planned. 


... Construction started on a 6,500,000 
bushel terminal grain-storage elevator 
in Chicago to cost more than $5,000,000 

. advantageously located for St. Law- 
rence Seaway. 


... new $600,000 Montreal paint plant 
dedicated. Industrial paint plant in Los 
Angeles area being planned. Mound 
City Paint and Color Company of St. 
Louis acquired, materially strengthening 
our distribution in the Mississippi and 
Texas markets. New Toronto paint Lab- 
oratory and Technical Service Center 
under construction. Plans announced 
for adding sixty company-controlled 
modern drive-in paint centers. 


... essential equipment added to increase 
our synthetic resin and polyester capac- 
ity atour Cleveland, Chicago and Toronto 
paint plants. 

... addition of new hydrogen plant and 
expanded coconut and spice production 
facilities for Durkee Famous Foods Divi- 


CONDENSED CONSOLIDATED BALANCE SHEET 


Assets 
- « $ 66,472,821 


Current Assets 


Other Assets . . 2. 1,703,788 Long-Term Debt ..... 10,500,000 
Property, Plant and . . Capital Stock & Surplus . . . 32,678,342 
Equipment ... . 34,493,146 Earned Gotmies . . 2 2 e 2 @ 44,244,266 


Total Assets . . » » $102,669,755 


Current Liabilities . . . . . . $ 15,247,147 


Total Liabilities . . . . « « $102,669,755 


sion at Elmhurst, ~ additional storage 
and production facilities at Louisville, 
Berkeley and Chicago Durkee vegetable 
oil refineries. 

... materially expanded capacity under 
way and further major expansion plan- 
ned for isolated protein, soya flour and 
lecithin products of Chemurgy Division. 


. . . development of zinc and copper 


property in California continued to 
progress. 
. . - Naval Stores Division showed a 


steady enlargement in scope of opera- 
tions ... with considerably more pro- 
ductive capacity for rosin-based specialty 
products and terpene derivatives with 
further substantial expansion expected 
during the coming year. 


... foreign developments: Ishihara San- 
gyo Kaisha Ltd’s., licensed titanium di- 
oxide plant of Japan entered production; 
major paint producers in Australia, 
France, Sweden, Norway, Denmark, Bel- 
gium, Holland, Italy, Great Britain, Fin- 
land, Iceland and Cuba have been li- 
censed to manufacture Spred Satin and 
companion paint lines; arrangements 
were concluded for manufacture of our 









































full Lgeose line in Cuba, with a Glidden 
stock interest; negotiations in process 
for expanding these foreign arrange- 
ments in other Latin American markets. 


* * * * 

... research and development expendi- 
tures were the largest in Company his- 
tory. 

... Central Organic Research Laboratory 
was established in Chicago to engage in 
projects in the field of organic chemistry 
and nutrition for Chemurgy, Food and 
Paint Divisions. 


... joint research with Bohn Aluminum 
and Brass Corporation was continued 
On titanium metal. 


. . . Spred Glide-On, an exterior vinyl 
latex paint for stucco, brick, concrete 
and asbestos shingle siding houses, was 
introduced with exceptional acceptance. 


... aggressive marketing policy adopted 
for Glidden “RG” Soya Lecithin, a die- 
tary source of choline, inositol and phos- 
phorus. 

ALSO FROM THE LETTER 
Net profit after taxes and all charges was 
$7,093,043 compared to $7,109,272 in 
1953. This amounted to $3.09 per share 
on the 2,293,455 shares outstanding. In 
1953 earnings were $3.10 per share on 
2,290,794 shares. 
Earnings before income taxes amounted 
to $14,235,043. Regular dividends total- 
ing $2.00 per share were paid during 
1954. Net worth of the company 
increased in 1954 by $2,598,287 to 
$76,922,608. 





Liabilities 





CONDENSED CONSOLIDATED INCOME 


STATEMENT 
Malis. 6 6 & 3% $209,083,579 
Income Before Taxes on Income 14,235,043 
7,142,000 


7,093,043 


Taxes on Income—Estimated 
Consolidated Net Income 








A copy of the Company’s Annual Report will be sent on request. 


THE GLIDDEN COMPANY - 


January 1955 


Cleveland 14, Ohio 


























DON’T YOU KNOW THAT RUSSIA 

AND RED CHINA ARE THREAT- 
ENING THE PEACE OF THE 

WORLD? NOW IS THE TIME 

TO SIT TIGHT! 








DURING THIS PERIOD OF AD- 
JUSTMENT FOLLOWING THE 
KOREAN WAR, THE BEST 
THING TO DO IS DO NOTHING- 
WAIT UNTIL THINGS ARE STA- 
BILIZED! JUST SIT TIGHT! , 
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| THIS IS A PERIOD OF IN- 


FLATION. IKE RECOMMENDS 

CONTINUATION OF HIGH 

\\ TAXES. EVERYTHING IS 
UNCERTAIN! SIT TIGHT! 








IF RUSSIA ADOPTS A 
PEACEFUL COURSE, WE 
WILL HAVE A DEPRESSION- 
DEFLATED MONEY AND DE- 
FLATED VALUES. WE 
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33 HOW CAN WE KNOW WHETHER 


ATOMIC ENERGY WILL BE 
USED FOR WAR OR PEACE? 
WAIT AND SEE! 

SIT TIGHT! 





THIS IS A PERIOD OF UN- 
PARALLELED PROSPERITY! 
> IT CANT LAST! 

SIT TIGHT! 
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Reproduced from Jan. 3, 1955, Brevits, issued by Vance, Sanders & Co., Boston. 





trust account is certainly no picnic. 
There is, of course, a temptation to try 
to hold off making new commitments 
in the hope that a better buying oppor- 
tunity may develop at some indefinite 
time in the future. Nevertheless, the 
fact remains that in most cases the 
beneficiaries need income for current 
expenses and are in no position to wait 
for an extended period. It would seem 
therefore that the only practical course 
is to go ahead very much in the 
normal way, with emphasis on a study 
of industries and individual companies. 


If we assume that no widespread de- 
pression affecting all industries and 
companies is in the offing, then atten- 
tion can properly be concentrated on 
individual situations. Where we can sat- 
isfy ourselves that the earnings of any 
company are likely to continue good, 
and even show some increase; that the 
dividend is covered by an adequate 
margin; that the financial position of 
the company is sound; and that the 
stock can be bought on a basis to yield 
a fair return, particularly when meas- 
ured against the yield on bonds, then 
I think it would be proper to go ahead. 
If the work in those directions is prop- 
erly done, the account should come out 
all right more or less regardless of the 
movement of the averages. I am sure 
that any of us, using hindsight, could 
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draw up a very impressive list of stocks 
whose movements have paid very little 
attention to the averages. Of course it 
is unfortunately true that these inde- 
pendent movements can work in either 
direction. 


I admit that stocks which meet the 
above qualifications are getting harder 
to find. Nevertheless, it would seem 
that our efforts will more profitably be 
employed if they are aimed in that 
direction rather than in trying to master- 
mind the movements of the market as 
a whole. 


A. C. REGAN, 


Vice President 


Northwestern National Bank 
of Minneapolis 


A discretionary trust fund of $100,- 
000 appears sufficiently large to pro- 
vide adequate investment diversifica- 
tion. Although common stock prices 
are much advanced over even recent 
levels equity representation appears 
desirable as the only means of partici- 
pating in the expected growth of Amer- 
ican industry. Because of current high 
stock prices, it appears desirable to 
commit approximately 30% to stocks 
currently and withhold another 20% 
in medium term government bonds for 
stock investment over the next six 
months. 


A suggested program follows: In the 
bond program both municipal revenue 
and corporates are included for divers. 
ification and some tax exemption. No 
preferred stocks are included in the 
belief that generally for individual 
beneficiaries bonds and common stocks 
provide the requisite balance. 


For the fixed income portion, we 
have selected lots of $5,000 par value 
of each of the following bonds which, 
as of ruling prices at the end of Novem. 
ber, would cost roughly $52,000 with 
an income of $1,838.75 or a 3.5% 
yield: 

Chic. & West. Indiana 4°,-1982. 

Cortland Equip. Lessors deb. 41/,- 
1969. 

Food Fair Stores deb. 334-1974. 

Tenn. Gas Trans. Ist 334-1974. 

Westingh’se Air Brake deb. 3%- 
1978. 

Mississippi River Bridge Authority 
rev. 3.60%-1994. 

Florida State Improvement Comm. 
Tampa Bridge rev. 334%-1981. 
Indiana Toll Road rev. 3144%-1994. 
Mass. Turnpike Auth. rev. 3.3%- 

1994, 
N. J. Turnpike Auth. Ser. B 
334 %-1988. 


In addition, as a common stock pur- 
chase reserve, we would put around 
$16,000 into medium term U. S. Gov- 
ernments, such as the 2's of 8/63, 
which would produce $400 income. 
While most of the bond prices are above 
call, coupon rates generally provide an 
adequate cushion against short-term 
retirement. 

In the common stock section, the 
following lots would have cost at the 
end of November around $31,900 with 
indicated income of $1,306 or a yield 
of 4.1%: 


35 shs. 
60 shs. 
20 shs. 
70 shs. 
80 shs. 
60 shs. 
50 shs. 
50 shs. 


35 shs. 
60 shs. Minnesota & Ontario Paper. 
40 shs. U. S. Steel Co. 


General Motors is included in the 
list because of its pre-eminence in a 
field where the expected continuance of 
high consumer income should assure 
profitability. Thompson Products is in- 
cluded not only because of its leader- 


General Motors. 
Thompson Products. 


E. I. du Pont deNemours. 
Campbell Soup Company. 


Atlantic Refining. 
Socony Vacuum. 


Florida Power & Light. 
Texas Utilities. 


Columbia Broadcasting. 
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ship in automotive parts production but 
also because of its important position 
in aircraft components and electronics 
research. 


Du Pont’s pre-eminence, not only in 
chemical diversification, but particu- 
larly in integrating and up-grading its 
products close to the consumer level 
entitles it to inclusion. 


Campbell Soup is a prime beneficiary 
of the trend toward streamlined kitchen 
life as well as of current high consumer 
purchasing power. 


Atlantic Refining is included because 
it appears more reasonably priced in 
relation to earnings and total cash flow 
than most other major oil companies. 
Socony Vacuum seems to complement 
Atlantic in that its operations are diver- 
sified internationally, and it should 
therefore benefit from a_ relatively 
larger growth in foreign oil products 
consumption in the period ahead. 


Florida Power and Light and Texas 
Utilities encompass service territories 
enjoying better than average population 
growth and allowed rate of return. 


Although no common stock in the 
list is labelled Electronics both Thomp- 
son Products and Columbia Broadcast- 
ing have such interests. Columbia’s ap- 
parently growing leadership in radio 
and television also seem to assure its 
earnings future from broadcasting. 


Minnesota and Ontario Paper Com- 
pany is a relatively small but well di- 
versified producer of newsprint, spe- 
cialty papers, and insulative and acous- 
tical materials whose growth has been 
accomplished with a minimum of fi- 
nancing. 


In spite of its price rise United States 
Steel common stock is selling at a 
reasonable ratio to estimated earnings, 
as well as in relation to the large sums 
spent in recent years on new plant 
facilities. The company is the country’s 
largest producer of cement as well as 
the largest producer of steel. 


The program is summarized below: 


Est. Cost Return % 





Benes. 52. $52,055 $1,839 52 
Purchasing 
Power (U. S. 
Governments) — 16,019 400 16 
Common Stocks . 31,845 1,306 32 
$99,919 $3,545 100% 
Estimated Yield 3.6% 


An eventual commitment of all or 
part of the United States Treasury 
214’s due 8/15/63 in common stocks 


January 1955 


would depend upon either the develop- 
ment of individual equity values or a 
price reaction in the general market 
during the next few months. 


Epwarp P. WELLs, 
Vice President 


Marine Trust Co. of Western 
New York 
Buffalo 


For the most part there is a uni- 
formity of optimism among _business- 
men and economists for 1955. In fact, 
it seems almost strange that no word 
of caution seems to have been offered 
by those who predict that 1955 will 


be a banner year and that 1956 may 
even be better. A good part of the 
Thirties was a period of depression and 
pessimism; by contrast the decade of 
the 1950s seems to be emerging as a 
period of great progress coupled with 
great confidence and optimism. People 
point to the growth and development 
that are taking place, to bigger markets 
for goods, and the steady increase in 
population with all its implications. 
For the investment manager, it be- 
comes tough to keep proper perspec- 
tive; he who is confronted with the 
task of putting new funds to work finds 
himself faced with a real problem. The 
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Cash and Due from Banks. 


Loans . be Hee fagte tes 
Banking Houses Owned 


Other Assets . 


Capital Stock . . 
Surplus. . . 
Undivided Profits 


Condensed Statement of Condition 


At the close of business December 31, 1954 


ASSETS 


U. S. Government Obligations. F 
State, Municipal and Public Securities 
Other Bonds and Investments. 


Customers’ Liability on Acceptances . 
Accrued Interest and Accounts Receivable 


LIABILITIES 
. $ 42,940,000.00 
127,060,000.00 
19,059,616.78 $ 


CHEMICAL 

CORN EXCHANGE 
BANK 

165 sientlnnn New York 


.$ 647,566,435.54 
.  828,967,348.62 
355,653,973.25 


° 8,760,030.85 

» « 975,580,137.24 
° 9,029,572.87 
61,428,777.03 


9,106,511.70 
5,644,376.38 


$2,901,737,163.48 











189,059,616.78 





Reserve for Contingencies . 


Other Liabilities : 
es Sl Oe. US 











Reserves for Taxes, Expenses, etc. 
Dividend Payable January 1, 1955 . 
Acceptances Outstanding (Net). . . 


Securities carried at $144,631,000.00 in the foregoing statement are deposited 
to secure public funds and for other purposes required by law. 


98 Convenient Offices Throughout Greater New York 
Every Banking and Trust Service at Home and Abroad y, 


, 7,237,007.01 

. 10,146,601.17 

° 2,147,000.00 
64,591,372.65 

pe 4,080,072.01 


2,624,475,493.86 
$2,901,737,163.48 




















Charter Member New York Clearing House Association 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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Market Price 
September 
1950 1952 1954 
American Can _......_ 25 33 44 
Proctor & Gamble _. 68 65 90 
Union Carbide 47 64 85 


% Yield Price-Earnings 
September Ratio — September 
1950 1952 1954 1950 1952 1954 
5.06 3.79 3.19 78 148 15.4 
5.25 4.00 3.34 11.7 14.6 18.0 
5.38 3.91 2.99 10.8 18.7 27.9 





long, fast and selective rise of the 
stock market, particularly over the past 
sixteen months, undoubtedly has dis- 
counted, perhaps to a large extent, the 
business progress already made and in 
the making. Yields obtainable from in- 
vestment grade stocks are no longer 
as generous as a year or two ago, and 
prices in relation to current earnings, 
while not excessive, now seem well ad- 
vanced in many cases. (See table.) 


These three top-grade issues are used 
merely to try to show what is going on 
in some areas. This is not representa- 
tive of all industries, and there are 
numerous “bread and butter” stocks 
with long dividend records that still 
yield close to 5%. But there is also a 
list of blue chip stocks, especially 
“growth” stocks, which yield as low 
as 1.40% and even 1.00% and priced 
as high as 29-times earnings, the aver- 
age being around 20-times earnings. 


While the quality of these stocks may 
be good, their market price is specula- 
tive. Of course, it can be argued that 
the factor of earnings should be related 
to another somewhat comprehensive, 
and often times more significant item, 
namely, cash flow. Cash flow might be 
defined as net profit plus those non-cash 
items which are deductions from in- 
come such as depreciation and amortiz- 
ation charges. For American business 
in 1953 the figure for depreciation 
charges is put at around $11 billion. 
With a drop in capital expenditures 
anticipated, cish will tend to build up 
and, assuming maintenance of profits, 
management will face a choice of pay- 
ing it out in the form of increased divi- 
dends, reducing debt, or perhaps re- 
vising depreciation policies. 

In the light of current conditions, we 
would prefer to put an unrestricted 
$100,000 trust account in our Discre- 
tionary Common Trust Fund (assum- 
ing no special tax consideration which 
might call for the use of municipal 
bonds). Our ratios today in that fund 
are about 52% in bonds, 5% in Pre- 
ferred stocks and 43% in Common 
stocks. We have confidence in the broad 
diversification afforded by our Common 
Trust Funds. 


F. Taytor Root, 
Vice President 
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Lincoln Rochester Trust Co. 


Rochester, N. Y. 


No doubt one of the several factors 
influencing the current level of bond 
and stock prices is the fact that trustees 
are continuing regularly and steadily 
to invest available funds in the market. 
The supply of new funds for this pur- 
pose continues large. Our attempt to 
meet this problem is to establish and 
maintain a well diversified portfolio, 
with some additional emphasis at this 
time placed upon yield in the selection 
of individual items. 


Diversification in our investment 
program takes many forms, but primar- 
-ily is concerned with percentage dis- 
tribution among bonds, preferred and 
common stocks and percentage distribu- 
tion between issues of a defensive and 
of a growing nature. We are currently 
placing about 40% in Treasury and 
corporate bonds, about 10% in pre- 
ferreds and 50% in common stocks. 
As to stocks of a defensive and of 
growth nature, it is our opinion that 
this is not the time for trustees to be- 
come overly confident that they have 
the correct answer as to the future 
course of equity prices; accordingly, we 
attempt, through selective purchases, to 
effect sound representation in issues 
with stability characteristics of both 
principal and income, and in issues 
with favorable prospects of growth in 
an economy of expanding tendencies 
and of potential inflationary threats. 


In bonds, we would use some United 
States Savings Bonds, Series “K”; the 
remainder would be invested in sound 
corporates with an attempt at maturity 
spacing and with the inclusion of one 
or two convertible bonds, the choice of 
the latter being dependent upon price 
at the time. Our policy regarding pre- 
ferred stocks has not been one of 
aggressive usage but for improved in- 
come purchases are limited to issues 
with potential convertibility, sinking 
funds, “cushion” priced or exceptional 
yield relative to quality. 


Our common stock investments stress 
quality. New purchases in general con- 
tinue to be in industries and issues usu- 
ally designated as “blue chip.” About 
10% of the fund is placed in public 


utility commons with emphasis upon 
companies with an improving longer- 
term dividend picture. Another 15% 
is defensive, among which we include 
bank, food and insurance stocks. The 
remaining 25% stresses industrial equi- 
ties which, in our opinion, will fare 
well in either an expanding economy 
or an inflationary economy. In this 
grouping we include the chemicals, oils, 
electrical, business or farm equipments, 
building suppliers, containers, metals, 
paper and certain specialties such as 
Eastman Kodak. The choice of the in- 
dustry or the selection of the individual 
issue representing such industry, de- 
pends upon many factors but primarily 
upon relative value in the then exist- 
ing market. 


At current market prices a yield of 
around 3.5 to 3.75% is our overall 
result for the expression of this pro- 
gram. The underlying premise for our 
investment philosophy as a trustee con- 
tinues to be a fundamental belief in 
an expanding future for the domestic 
economy which will be favorable to 
industry and well managed companies. 
Our investment program is an aggres- 
sive attempt to couple this belief with 
the basic trustee responsibility of pre- 
serving principal while providing a just 
income. 

B. H. MALLtson, 
Vice President 


Wachovia Bank and Trust Co. 
Winston-Salem 


Last year you specified a $100,000 
fund, which naturally caused us to be 
somewhat more cautious in the amount 
earmarked for common stocks. Your 
present letter apparently permits us to 
think in larger terms and now, with 
the recession of 1954 pretty much his- 
tory, and using a larger size fund of 
say $500,000, we would be inclined to 
adopt as a policy a 50% common stock 
ratio, with the balance in fixed-income 
securities. Naturally, we would weigh 
any other income available to the bene- 
ficiary in determining the extent to 
which tax-exempt securities are suitable. 
We might well include in this part. 
however, some government issues in 
order to provide flexibility in case 
rights are acquired or funds withdrawn. 
We might also, if the tax situation per- 
mitted, use 2 very modest amount of 
insured building and loan shares. 

As to common stocks, I do not be- 
lieve we would be willing to purchase 
the full percentage of common stocks 
now. The D.-J. averages are up over 
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n 100 points in the past twelve months however, our inclination would be to the additional stocks to be purchased. 
r- and many stocks are rather liberally put possibly half of the common stock In the interim, of course, we would 
0 discounting nearby prospects. Noting money to work, using for this purpose place such funds in short-term Treasury 
le | how wrong we were about the trend some of the merchandising shares, util- Certificates or preferably Treasury Bills. 
ce | of the market in late 1953 and coupling ity stocks, and possibly some of the You will note in such a situation we 
i- that with the rather rosy picture painted chemicals that are still below their have omitted preferred stocks entirely. 
re by some economists today, it is natural year’s high, as well as some of the oil This probably reflects our general feel- 
y > to want to be right the second time. issues, both domestic and international jing at this market level in comparison 
is || The situation is different in many re- companies. with a more liberal attitude toward 
; id . . . . 
S, | spects insofar as investment conditions We would review our policy fre- common stocks and the fixed maturity 
Ss, y are concerned and we would probably quently on such an account. Should we of bonds. This is not an exceptional 
8, be somewhat cautious in putting the have even a moderate decline in com- Po0licy in any respect but pretty much 
aS common stock policy to work. Recog- mon stock prices, we would probably our general thinking on preferreds. 
4 nizing that income must be received, move on with a reasonable amount of We might note that corporate bonds 
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would be subject in our State to an 
intangible tax which would reduce in- 
come in many cases below that avail- 
able on governments, so even if the 
account is not in too high a tax bracket, 
we would probably turn up a better 
spendable income on tax-exempts than 
on corporate issues and would also 
justify the inclusion of some govern- 
ment bonds as a reserve. 


Since we are not too enthusiastic 
about the bond level and the outlook 
for interest rates, we would be inclined 
to hold our maturities to approximately 
20 years on the longest end and gradu- 
ate them down as we find suitable se- 
curities and keep our governments in 
the intermediate maturity range. 


We note in reviewing our comments 
on last year’s investment policy, we 
suggested that if the investment were 
one of $100,000 we would place it en- 
tirely in the Common Trust Fund. We 
believe the emphasis we placed then 
on the periodic buying in the Common 
Trust Fund is important. The Common 
Trust Fund is definitely the preferable 
investment for a fund of $100,000. Our 
Common Trust Fund is operated on a 
50% eommon stock policy and actually 
at a very recent valuation ran slightly 
over that. We expect however to hold 
it at approximately that range by an 
adjustment of the funds going in from 
time to time. 


C. F. Matton, 
Vice President 


Fidelity-Philadelphia Trust Co. 
Philadelphia 


We regard the investment of trust 
funds today as both a challenge and 
an opportunity. It is challenging be- 
cause bond prices have made a strong 
recovery from the chaotic market of 
1953, and prices of most quality com- 
mon stocks are at record highs. How- 
ever, these conditions provide the pro- 
fessional trustee with the opportunity of 
selecting those securities which will 
meet the income requirements of the 
trust and also afford the possibility 
that the corpus will increase with the 
growth of the country. We feel that 
trustees should not be satisfied merely 
to provide a steady income if the pur- 
chasing power of this income is declin- 
ing. Further, we believe that trustees 
should attempt to maintain the real 
value of trust assets in our changing 
economy. 


Our philosophy of trust investment 
stated above must be considered in re- 
lation to the economic outlook for 1955. 
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We feel that the economy will continue 
to operate at a high level next year, 
with Gross National Product up about 
2% to 3% over 1954. Corporate profits 
should approximate those of 1954 al- 
though the experience will naturally 
vary from industry to industry. 


With the foregoing consideration in 
mind we would invest a new fully dis- 
cretionary trust as follows: common 
stocks 35%, preferred stocks 20%, 
corporate bonds 25% and Government 
bonds 20%. Of course, if the tax 
brackets of the life tenants were high 
we would substitute appropriate tax 
exempt municipal bonds including cer- 
tain authority and revenue bonds. 
Bonds should be limited to quality is- 
sues, and maturities should be evenly 
spaced to provide funds for reinvest- 
ment at regular intervals in the future. 


Preferred stock prices have advanced 
since 1953 with the improvement in the 
bond market. Since quality preferred 
stocks provide about 1% more income 
than quality bonds we feel that they 
may be used for income purposes. A 
sinking fund is desirable since it can 
improve marketability over a period 
and also provide for the ultimate retire- 
ment of the issue. However, quality 
standards should not be sacrificed 
merely to obtain a sinking fund fea- 
ture. There are few convertible pre- 
ferred issues available which we regard 
as attractive in the present market. 


Common stock prices have advanced 
with only slight interruption for over 
a year. The increase in prices has been 
more rapid than the increase in earn- 
ings and dividends resulting in the 
highest price earnings ratios and low- 
est yields during recent years. Trustees 
must continue careful selection of is- 
sues and perhaps defer the purchase of 
some of the more dynamic stocks at this 
time in order to meet the income re- 
quirements of their trusts. It is im- 
portant that each common stock be 
considered in relation to prospective 
earnings, since some issues at present 
prices are discounting earnings that will 
not be realized for some years in the 
future. At this time we prefer common 
stocks of electric utility companies, oil 
stocks, bank stocks, certain building 
issues, some food stocks, and have used 
selected steel issues in certain accounts. 
Chemical and electronic stocks have 
long-term appeal but should be carefully 
chosen at this time. Our objective in a 
new trust is to purchase common stocks 
initially with about 35% of the funds 
received and gradually to increase this 


percentage to a minimum of 50%. The 
advance in stock prices should not deter 
trustees from making initial commit- 
ments at this time. We feel that such 
purchases should be made. as soon as 
funds are received—not delayed with 
the hope there may be a “break” in the 
stock market or until the averages reach 
a pre-determined level. Emphasis should 
be placed upon results which can be 
achieved over the longer-term through 
the selection of stocks representing 
sound values. 


Tuomas L., Rapu, 
Vice President 


Girard Trust Corn Exchange Bank 
Philadelphia 


The basic figures with respect to our 
Diversified Common Trust Fund “A” 
which now amounts to approximately 
$75,000,000 at market value represents 
our best thinking as to the appropriate 
disposition of funds for trust estates. 
At present the Fund is approximately 
50% in common stocks and 50% in 
fixed income securities including pre- 
ferred stocks. : 


Of the total of fixed income securi- 
ties, about 40% is in U. S. Govern- 
ments. The balance is in bonds other 
than Governments and preferred stocks. 
Due to the peculiar burden of the 
Pennsylvania tax laws, we have a much 
larger percentage of preferred stocks 
than would be usual in other states. 
This, however, is of no general signifi- 
cance. At present, preferred stocks are 
approximately 25% of the total, 50% 
of the fixed income group. We have 
tried to restrict this type of investment 
to the highest grades available. 


For classification 
vide our common 


purposes, we di- 
stock investments 


into three major groups, namely; Ser- 


vice Industries, Non-durable Goods In- 
dustries and Durable Goods Industries. 
Our ratios in these groups, taking the 
total of common stocks as 100, is now 
about ‘40-35-25. The 40% in service 
groups is allocated approximately as 
follows: utilities, electric, gas and tele- 
phone 20%, insurance 8%, banks 6% 
and retail trade 6%. 


The non-durable Goods Group total- 
ing 35% breaks down approximately 
as follows: oils 10%, chemicals & drugs 
9%, food and related 8%, paper, pack- 
aging, containers and miscellaneous 8%. 
The Durable Goods Group totaling 25% 
is in the following ratio: automobiles, 
equipment and tires 4%, building, 
maintenance, etc. 5%, metals, ferrous 
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and non-ferrous 4%, electrical equip- 
ment and related 5%, machinery and 
other durable goods 7%. 


You will understand that the above 
percentages have been rounded and a 
number of miscellaneous items have 
been included in the major groups so 
as to avoid too broad a_ break-down. 
The percentages shown, while not ex- 
act with respect to our Diversified Fund, 
are indicative of our thinking with 
respect to individual accounts. The 


whigh tax bracket accounts, of course, 


would tend to have a large proportion 
of tax exempt bonds in the Fixed In- 
come part; “growth stocks” in the 
equity portion of the portfolio. 


F. W. Evtiott Farr, 
Vice President 


The Philadelphia National Bank 
Philadelphia 


Our current policy for a discretion- 
ary account with no unusual require- 
ments would provide for investment of 
cash approximately as follows: 


U. S. Government Bonds 20% — 40% 
Municipal Bonds 0% —10% 
Corporate Bonds 0% — 10% 
Mortgages 0% — 10% 
Preferred Stocks ___.___. 20% — 30% 
Common Stocks ________. 25% — 35% 


Since no two trusts have exactly the 
same investment requirements we feel 
justified in suggesting a range of per- 
centages for each investment group. 


In our accounts we have found it ad- 
vantageous to include some of the bet- 


ter quality authority bonds even in 
cases where the income recipient is in 
a low tax bracket. These issues yield a 
higher net income than do many good 
quality corporate bonds after deducting 
income taxes on the latter. We are, how- 
ever, very selective in our choice of 
such bonds. If the income beneficiary 
is in a high income tax bracket, we 
would substitute additional tax exempt 
obligations for other bonds, mortgages 
and preferred stocks. 


Mortgages on single _ residential 
properties of satisfactory investment 
merit have been available to us and 
we do not hesitate to use some of these 
since they help to make the total yield 
more attractive. It is our policy, how- 
ever, to make a separate charge for 
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J. P. MORGAN & CO. | 
INCORPORATED 
NEW YORK | 
Condensed Statement of Condition December 31, 1954 
ASSETS 
Cash on Hand and Due from Banks......... $188 883,570.92 
United States Government Securities....... 177 226 640.79 
State and Municipal Bonds and Notes....... 77 909,450.17 
Stock of the Federal Reserve Bank.......... 1,800,000.00 
Other Bonds and Securities (including Shares 
of Morgan Grenfell §& Co. Limited and 
Morgan 8 Cie. Incorporated)............. 10,547 756.79 
Loans and Bills Purchased...............00. 360,841 ,485.34 
Accrued Interest, Accounts Receivable, ete.. 4,148,900.57 
BGWRINE HOWG Be aos 55:5 6:26 ns0seesewaweiwwale 3,000 000.00 
Liability of Customers on Letters 
of Credit and Acceptances. ......scceeeees 15,238 057.42 
$839,595 862.00 
LIABILITIES 
Deposits: U.S. Government  §$ 27 433,563.33 
All Other. ....... 688,598 131.73 | 
Official Checks Outstandin$ 28,568 ,308.47 $744,600,063.53 
Accounts Payable, Reserve for Taxes, etc.... 8,141,141.42 
Acceptances Outstanding and Letters of 
PE TO ods ks a eas enwibeesbeae 15,483,428.78 
Capitel—S00 000 SRAPGB: 4. .:s.i:si0's s00dii0 sd sare 30,000 000.00 | 
PN Sine sou anes RA hie Mae thee aa a the 30 000,000.00 
Cae PORES. i os bic cca dGduwidenaxcas snk 11,371,228.27 | 
$839,595 862.00 
United States Government securities carried at $44,083,126.47 | 
in the above statement are pledged to qualify for fiduciary powers, | 
to secure public monies as requtred by law, and for other purposes. | 
Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
. 
MORGAN & CIlE. INCORPORATED 
14, Place Vendome, Paris, France 
MORGAN GRENFELL §& CO. LIMITED 
oa 23, Great Winchester Street, London E. C. 2, England 
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mortgages which is higher than our 
fee on bonds and stocks. 


Preferred stocks have been included 
in our accounts in larger amounts than 
have been favored by many investors. 
Prices and yields on thoroughly high 
grade preferreds have tended to fluc- 
tuate with interest rates and _ there 
appears to be no reason why this should 
not continue to be the case. The rate 
of return compared with bonds makes 
them attractive for income purposes. 
Our preferred stocks are diversified in 
three ways: 


l. High dividend; 
stocks. 

2. Cushion issues held down by the 
call price. 

3. Low dividend issues, both con- 
vertible and nonconvertible, the 
prices of which are not currently 
influenced by a call prospect. 


non - callable 


An account such as this must include 
common stocks even though many of 
the issues which we would like to buy 
seem very high in price. Our customers 
expect us to use equities and the addi- 
tional income which they produce in 
comparison with bonds and preferred 
stocks is a strong attraction. The cus- 
tomer will also be disappointed, and 
so will we, if the account does not have 
some participation in a rising market. 
The problem is to select those issues 
for current purchase which will not 
hurt us too badly if and when there is 
a change in the direction of the price 
trend. 


Our policy for many years has em- 
phasized the typical blue chip issues 
with good results. More recently we 
have tended to change our emphasis 
because of the price levels at which 
many of the so-called growth stocks are 
now selling. ! 


Fortunately for the account with cash 
for investment, the greatest advances 
have been made by a relatively few 
issues and we believe there are many 
common stocks now available which 
represent good value as distinguished 
from market price. We have no hesi- 
tation in recommending stocks of com- 
panies which in our opinion are per- 
fectly sound but which have not been 
the most popular favorites of recent 
years. 


While we would not buy indiscrimin- 
ately, there are individual issues in the 
following industry groups which, we 
think, represent attractive opportuni- 
ties; merchandising, farm equipment, 
metals, utilities, chemicals, oil, tobacco, 
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office equipment and a few more speci- 
alized companies. 


We emphasize selectivity of individ- 
ual issues and are trying to avoid pay- 
ing a high price for popularity without 
clearly distinguishing between the part 
of the price justified by real value and 
that added on for glamor. 


Paut W. Brown, Jr., 
Vice President 


The Fort Worth National Bank 
Fort Worth 


It is difficult to discuss a so-called 
“average situation, since any invest- 
ment policy must be designed for each 
particular account, but we are pleased 
to set out our thoughts regarding an 
investment policy for a new, fully dis- 
cretionary trust account of sufficient 
size to permit proper diversification, 
such account being free of any unusual 
circumstances or restrictions. Approxi- 
mately 50% of the account should be 
invested in fixed income type securities. 
which includes U. S. Government bonds, 
corporate bonds, first mortgage real 
estate loans, preferred stocks and muni- 
cipal bonds. The purchase of municipal 
bonds, of course, would depend upon 
the income tax bracket of the benefi- 
ciary. The percentage in preferred 
stocks would probably not exceed 10% 
of the total, and any participation in 
preferreds would probably be through 
our Common Trust Fund rather than 
direct purchase. Twenty per cent of the 
total in U. S. Government securities 
would seem adequate, with the balance 
of fixed income securities in corporate 
bonds and first mortgage real estate 
loans. 


We believe that eventually the ac- 
count should have approximately 50% 
in suitable common stocks issues. Under 
present conditions, we would recom- 
mend 25% or 30% commitment now, 
with the remainder in fairly equal in- 
stallments, perhaps quarterly, over a 
period of approximately one year. 
Funds being held for future purchase 
of common stocks would be invested 
on a temporary basis in short-term 
U. S. Government securities. The out- 
look for business appears quite favor- 
able, and a policy of averaging pur- 
chases might not provide the best re- 
sults, but such a policy would appear 
conservative to us, particularly in view 
of the yields currently available on 
many common issues. 


We strongly believe that selectivity 
is considerably more important than 
timing in the purchase of common 





stocks, and we attempt to purchase is. 
sues on a long-range basis and there. 
fore do not attempt to place any great 
importance on _ intermediate market 
fluctuations. Issues we select represent 
a combination of income issues and 
growth stocks since, under Texas law, 
we feel that we are required to attempt 
to provide reasonable income for cur- 
rent beneficiaries and, at the same time, 
attempt to maintain the value of the 
account to the extent possible for the 
benefit of any remaindermen. We 
would expect eventually to have the 
common stock portion of the trust in- 
vested by industries approximately as 
follows: 


Electrical Utilities and 


Natural Gas _________.__. 25% 
Petroleum Industry __. 20% 


Chemicals and Drugs __ 20% 
Electrical Equipment 

and Electronics 
cde 


Automotive and 


"07, 
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Related Fields . 5% 
Banks, Finance, etc. .. 5% 
Business Equipment _._ 3% 
All Other Industries 10% 


O. Roy STEVENSON, 
Vice President and Trust Officer 


First and Merchants National Bank 
of Richmond 


Our policy has not changed substan- 
tially from that set forth in your maga- 
zine in December 1953. For the fore- 
seeable future we would be inclined to 
invest approximately 45% in bonds. Of 
this 45% we would put approximately 
one-half of our bond money in U. S. 
Government obligations, _ principally 
U. S. Savings Bonds Series K. and 
one-half in corporate bonds and real 
estate mortgages. Our purchases of 
corporate bonds would be limited, gen- 
erally, to those due in approximately 
twenty-five years and with a sinking 
fund that would give the bonds an aver- 
age life of sixteen or seventeen years. 
The shortage of such bonds might, at 
the present time, force us to hold some 
of the money intended for investment 
in corporate bonds in short or inter- 
mediate U. S. Governments, pending 
the availability of suitable bonds at a 
reasonable spread above the yields on 
U. S. Government bonds. 

Approximately 10% of the fund 
would probably be invested in pre- 
ferred stocks with sinking fund pro- 
visions. 

The balance of 45% probably would 
be invested in common stocks. Only 
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in M unicipal 
Bonds 


The Chase offers trust officers and others acting in 
fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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about one-third of the funds to be in- 
vested in common stocks would be 
used immediately. The balance we 
would invest temporarily in short-term 
U. S. Government securities which we 
would plan to use periodically for the 
purchase of common stocks over the 
next year. The common stocks selected 
at the present time would probably be 
picked from the following industry 
classifications: Chemicals, Drugs, Bank 
& Finance, Food Products, Oils, Electric 
Utilities, Natural Gas, and American 
Telephone & Telegraph Company. Spe- 
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Northwest’s 

largest financial 
institution 
provides trust 
services in the 
State of Washington 
through 56 
conveniently 


located offices. 


SEATTLE - FIRST 
NATIONAL BANK 








MEMBER FEDERAL DEPOSIT INSURANCE CORP 


cial situations in other classifications 
would probably also be considered. 

If our income beneficiary were in a 
high income tax bracket, funds designa- 
ted above for corporate bonds, real 
estate notes, preferred stocks, and, pos- 
sibly some of those designated for U. S. 
Government bonds would be invested in 
municipal bonds, largely those due 
within fifteen years and carrying a rat- 
ing of “A” or better. Furthermore, in 
those trust accounts having a_benefi- 
ciary in the high income tax brackets 
we would show some preference in the 
selection of our common stocks for 
those of growth companies. 

Joun B. PURCELL, 
Assistant Vice President 


State-Planters Bank and Trust Co. 
Richmond 


It being generally conceded that the 
1953-54 business recession has about 
run its course, corporate fiduciaries 
are faced now with the problem of 
endeavoring to forecast to what extent 
the equity markets will move in line 
with the general economy. 


It is probably a safe assumption that 
common stock commitments in trust 
accounts all over the country are higher 
today than they have ever been in the 
past. And the rapid and sustained rise 
in practically all segments of the mar- 
ket should, in our opinion, give one 
pause for concern. How much higher 
is a corporate trustee willing to carry 
his percentage commitment in commons 
for the average trust account? 


Our policy is one of cautious opti- 
mism. 


Although willing to hold existing ac- 
counts with as much as 55% to 60% in 
equities, providing a good portion 
(say 20% to 25%) of the commons are 
in banks, life insurance, and _ utilities, 
we would not be inclined to increase 
the overall percentage commitment by 
new funds at this time. In our search 
for investment values, then, we are be- 
ginning to move out of some of the 
so-called defensive commons into se- 
lected rails, steels, non-ferrous metals, 
and certain extractive industries, par- 
ticularly where there is a lack of such 
stocks in some accounts. We question 
the advisability of continuing to make 
wide use of the so-called blue chip 
growth stocks at present inflated prices 
and price-earnings ratios. However, we 
are reluctant to “chip” such issues un- 
less they represent a definite overcon- 
centration at current market levels. 


It is difficult to outline categorically 


how we would handle a new fully dis- 
cretionary trust account of such size 
as would permit proper diversification, 
Assuming the trust was funded entirely 
with cash, we would probably put about 
35% to 40% in equities with careful 
diversification among some issues hav. 
ing defensive characteristics and others 
which offer greater appreciation possi- 
bilities, and still others which seem 
attractive from a yield standpoint. 


Approximately 20% would go in 
preferred stocks although the commit- 
ment in this category would depend 
upon the tax bracket of the beneficiary 
in some cases and the relative merits 
of selected preferreds and the availa- 
bility of first mortgage real estate loans 
in others. 


Of the remaining 40% to 45% going 
into the bond category we would re- 
serve about 20% in short-term Treas- 
uries to be used gradually to increase 
the common stock commitment as and 
when attractive buying opportunities 
develop. We would use an additional 
amount of governments only if there 
was an apparent need for principal en- 
croachments in the future. In the ab- 
sence of such need, we would put the 
balance of the bond money in high- 
grade corporates, giving preference to 
convertible and sinking fund issues, and 
tax-free obligations. We feel that a 
small commitment in tax-exempts may 
be justified at times when prevailing 
rates justify it even though the bene- 
ficiary is not in a particularly high tax 
bracket. 

D. S. WILLcox, 
Ass’t. Trust Officer 


The National Bank of Commerce 
of Seattle 


Our current investment program is 


influenced by the outlook for contin- , 


ued expansion of overall industrial pro- 
duction. Federal expenditures should 
be maintained at recent levels, and the 
demand for goods and services appears 
likely to expand. Automobiles, construc- 
tion, public works (particularly road 
building) steel, show faverable pros- 
pects. The pressure of foreign and do- 
mestic competition, coupled with a 
tendency toward firming of interest 
rates leads to some cautiousness in 
commitments for common stocks, which 
was not indicated at the beginning of 
1954. The absence of further cuts in 
corporate taxes also constitutes a re- 
stricting factor. Viewed from the long- 
range approach, many industries merit 
inclusion in an investment program. 
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Based on the current outlook, invest- 
ment participation might include, 
among others, such fields as banking, 
insurance, utilities in good growth areas, 
atomic energy, automation and metal- 
lurgy. 

Our idea of a balanced trust for an 
account might show 50 to 55% in com- 
mon stocks, 40 to 45% in bonds and 
first mortgages on urban real estate. 
Our use of preferred stocks has been 
restricted as, in our opinion, many 
common stocks maintain the defensive 
characteristics of the preferred, and, 
in addition, provide some growth po- 
tential. The balance between stocks and 
bonds in a trust account is always an 
interesting problem, but trust operations 
have tended toward a conservative pro- 
gram. Over the years, our economy 
points toward a gradual inflationary 
process, a condition which warrants 
adequate ownership type investment to 
offset the gradual decline in the pur- 
chasing power of money. 


L. W. GRAVEs, 
Trust Officer 


Marine National Exchange Bank 
Milwaukee 


If the fund were in excess of $100,- 
000 and to be separately invested, we 
would follow to a large extent the port- 
folio composition and diversification of 
our Common Trust Fund, modified by 
two considerations that would differen- 
tiate such a separate fund from the 
Common Trust Fund. The Common 
Trust Fund is valued quarterly and 
normally receives net additions in cash 
to the available corpus for new invest- 
ment, and is, therefore, susceptible to a 
degree of dollar averaging. In the sec- 
ond place, some of its investments such 
as the preferred stock section and some 
of the common stocks with growth 
characteristics and showing extensive 
capital gains to the fund, probably 
would not now be selected as a new 
investment for a separate fund. 


The composition of our Discretion- 


ary Common Trust Fund as of the last 
Valuation date, September 30, 1954, 
was as follows: 
U. S. Government Bonds — 17.8% 
Corporate Bonds —_.___. 18.3 
Preferred Stocks 13.2 
Utility, Bank & Insurance 
Common Stocks __. 19.9 


Industrial Common Stocks. 30.8 


If a new fully discretionary trust ac- 
count of a size which would permit 
proper diversification were now estab- 
lished we would invest approximately 
30% in fixed-return type securities and 
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50% in common stocks. This ratio, of 
course, is based on a trust with no 
unusual emphasis on income or capital 
gain but rather a balance between the 
two objectives. 


In the fixed-return area we would 
confine ourselves almost entirely to 
bonds. We do not normally buy pre- 
ferred stocks except for accounts in 
which income is of paramount import- 
ance. The bonds, of course, would be 
spaced in maturities with the greater 
emphasis on intermediate Governments 
and railroad equipment trust certifi- 
cates. 


Our common stock purchases would 
be very selective with emphasis on the 
so-called “defensive” type such as 
utility and bank stocks. Our selection 
of purchases in the industrial stock 
area would be pointed toward those 
with stability of income and some de- 
gree of growth potential. We would 
avoid those issues which we consider 
to be highly cyclical. 


THomas A. Moore, 
Vice President 


[The following contributors prefer not 
to be identified other than geographic- 
ally.] 


California 


The problem concerns a new fully 
discretionary trust account, of such 
size as would permit proper diversifica- 
tion, free of unusual circumstances or 
restrictions. We are assuming that this 
would mean a $100,000, or more, sized 
trust but one not so large as to warrant 
municipals for tax exemption. 


Under these circumstances we would 
invest with new cash approximately: 


Bonds ___. _ 30% to 40% 
Preferred 
Stocks _ 10% to 20% 


Common Stocks Approx. 50% 


This would provide approximately 
50% in fixed type backlog and 50% 
in equity investments. Under present 
conditions, that would offer protective 
diversification for the best interests of 
both remainderman and life tenant. 


If income and other factors would 
permit some latitude, we would prefer 
to buy one-half of our common stock 
objective at the present time and keep 
the remainder in short-term Govern- 


. ments, this reserve amounting to about 


25% of the entire portfolio. Considera- 
tion could be given from time to time 
to reinvesting additional portions of 
this reserve as market conditions war- 


rant. This could well supply a_ better 
timing of common stock purchases and 
would minimize price risks. 


For the bond portion of the portfolio, 
we would use a combination of U. S. 
Governments together with corporates 
among public utility, railroad, and in- 
dustrial obligations. 


Preferred stocks, we feel, have a 


place in a portfolio of this size since 
the higher income on this type of in- 
vestment will help provide a_ better 
average yield from this backlog portion. 
Quality preferreds act as somewhat of 
a sweetener to the lower yields on bonds 
and would help bring the average re- 
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turn on the fixed income investments to 
3% or better. Preferred stocks would 
represent, primarily, public utilities 
with some industrial issues. 


As to common stocks, with present 
market conditions, it becomes increas- 
ingly important to be very selective. 
We would certainly want some common 
stock representation in issues that have, 
in our opinion, outstanding growth 
characteristics. Then, since the return 
on this class of investment is quite low, 
we would want to have some represent- 
ation in good income issues to help 
produce a_ better average return. 
Furthermore, with market conditions 
as they are, we would give considerable 
thought to various common stocks that 
we feel are thoroughly sound but still 
fairly priced, not only in relation to 
historic performance but in relation to 
our appraisal of current value. 


In other words, we would like our 
common stock portion of the portfolio 
to include issues that would give repre- 
sentation to stocks with outstanding 
growth characteristics, with good steady 
income return and stocks that are un- 
dervalued. Of course, we know that 
many common stocks represent com- 
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Southern California 
Edison Company ¥} 


DIVIDENDS 
COMMON DIVIDEND NO. 180 , 
PREFERENCE STOCK , 


4.48% CONVERTIBLE SERIES : 
DIVIDEND NO. 31 


PREFERENCE STOCK , 
4.56% CONVERTIBLE SERIES . 
DIVIDEND NO. 27 ( 


The Board of Directors has ; 
authorized the payment of the 
following quarterly dividends: 
50 cents per share on the ¢ 
Common Stock; 4 
28 cents per share on the 
Preference Stock, 4.48% Con- } 
vertible Series; ’ 
2814 cents per share on the} 
Preference Stock, 4.56% Con- ? 
vertible Series. 4 
The above dividends are pay- , 
able January 31,1955, to stock- } 
holders of record January 5. , 
Checks will be mailed from the 
Company's office in Los Ange- } 
les, January 31, ’ 
‘ 

» 4 

\ 


P.C, HALE, Treasurer 
December 17, 1954 
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binations of these factors, such as the 
electric public utility industry that has 
good growth along with good income. 


Considering all these factors, we 
would then include some representation 
in our common stock diversification in 
the following fields: public utility, both 
electric and gas; financial, including 
banks, insurance companies, and fi- 
nance companies; the electronic, oil, 
and chemical industries; together with 
some paper, food, and non-ferrous 
metals. Next in line would be retail 
trade and the drug industries followed 
by, depending upon the size and cir- 
cumstances of the trust, such industries 
as building, farm machinery, steel, 
automotive, railroad, and airline. De- 
pending upon the balance achieved in 
selection of common stocks, the yield 
on the average portfolio should run 
somewhere between 314% and 4%. 
Using short-term Governments for a 
25% buying reserve would lower the 
yield somewhat. 


California 


Other trust companies, like ourselves, 
are faced with difficult decisions in in- 
vesting under prevailing conditions, 
with high stock prices on the one side 
and low yields on bonds on the other. 


In a new, fully discretionary trust 
established with cash and with no un- 
usual circumstances or restrictions but 
of sufficient size to permit good diversi- 
fication, we have, in a general way, the 
ultimate objective of placing the fund 
approximately 50% in bonds, 10% in 
preferred stocks and the remaining 
40% in common stocks. 


We would use tax free bonds where 
the position of the beneficiary required 
and we have normally limited maturi- 
ties to 20 years but with an appropri- 
ate maturity run-off. In a trust requir- 
ing municipal bonds we diversify pur- 
chases geographically although normally 
California names tend to predominate 
inasmuch as the income from such 
bonds is exempt from state income tax. 
Also, California names are usually 
more readily available. 


In taxable bond accounts, we are 
employing United States Savings Bonds 
to a considerable extent and placing the 
balance in public utilities, industrials 
and rails. Here again, of course, we 
emphasize a suitable maturity run-off. 


As indicated, we use ordinarly a cer- 
tain amount of preferred stocks but 
seldom with municipal bonds, and the 
reverse is true. We use only high grade 








open market issues and we give no spe- 
cial consideration to sinking fund fea- 
tures, though we try to avoid making 
purchases much in excess of call prices. 


At the existing level of common stock 
prices we would not care to invest initi- 
ally the total amount earmarked for 
ultimate placement. We would start 
with about one-third to one-half and 
would complete the purchase gradually 
over a period of time. In order to 
accomplish this we would review the 
account once a month at the outside, 
but the reviewer would have it in mind 
should we conclude that some one issue 
might be suitable for purchase at in- 
terim times. Currently we are placing 
emphasis on defensive issues such as 
public utilities, grocery chains, foods, 
and banks. However, we would make 
initially small investments in some of 
the growth issues despite their present 
high level, and would add to such issues 
from time to time as indicated in the 








sien THE COLUMBIA 
== GAS SYSTEM, INC. 


The Board of Directors has declared this day 
the following quarterly dividend: 





Common Stock 
No. 82, 20¢ per share 
payable on February 15, 1955, to holders of 
record at close of business January 20, 1955. 


Dae Parker 


January 6, 1955 Secretary 




















PACIFIC GAS and ELECTRIC CO. 


DIVIDEND NOTICE 
Common Stock Dividend No. 156 


The Board of Directors on December 
15, 1954, declared a cash dividend for 
the fourth quarter of the year of 55 
cents per share upon the Company’s 
common capital stock. This dividend 
will be paid by check on January 15, 
1955, to common stockholders of rec- 
ord at the close of business on Decem- 
ber 27, 1954. The Transfer Books will 
not be closed. 


K. C. Curistensen, Treasurer 


San Francisco, California 
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3 CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


DIVIDEND No. 28 


TULLE LLLLULULLLLLL 
UNLV UNTUYLEEYT EAT 


TULLE LE LLLLE LLL LCL 


PUTTLULTELUTLLRERERLLL CELA PE LEE 


T ue BOARD OF DIRECTORS 
has tnis day declared a regu- 
lar quarterly cash dividend of 
Thirty-Seven and One-Half Cents 
(3712¢) per share on the capi- 
tal stock of the Company, pay- 
able on Febsuary 15, 1955, to 
stockholders cf zecord at the close 
of business January 17, 1955. 


R. E. PALMER, Secretary 
December 16, 1954 
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foregoing. We have used in this con- 
nection the chemicals, electrical equip- 
ment, insurance and certain public utili- 
ties, as well as miscellaneous issues 
such as Minnesota Mining & Manufac- 
turing and Corning Glass. We believe 
this policy of caution warranted by the 
high ‘level of the market, but we do not 
feel that making no commitment at all 
in common stocks at present would be 
wise. 

Illinois 


We shall assume that this imaginary 
trust consists of substantially more 
than $100,000 cash at its inception; if 
it were established with a value of 
$100,000 or less we probably would 
acquire a participation in our Common 
Trust Fund for it. 


Because so many trust investment 
specialists show more interest in com- 
mon stocks than in other media, this 
category will take first place. Favorable 
prospects over the intermediate term 
for the national and world economies. 
the likelihood that interest rates will 
not rise materially for a while, and the 
continued threat of further decline in 
the value of the United States dollar 
indicate the wisdom of having equities 
comprise an important part of the port- 
folio. Likewise, the tax laws giving ad- 
vantages to capital gains over ordinary 
income to some individuals, the credit 
of part of dividend (but not interest) 
income against one’s tax, exclusion of 
certain stocks from local taxes in some 
states, and other reasons support such 
a conclusion. 


Our objective would be a diversifica- 
tion of about half in common stocks 
and half in fixed income securities. In- 
asmuch as the price level for numerous 
equities is rather high now, we would 
prefer to buy only half or less of the 
total in this group at the moment, await- 
ing what appears to be a delayed de- 
cline in prices on the average before 
completing acquisition. 

It seems proper to proceed with pur- 
chase of bonds and preferred stocks 
now. Around 40% of the total funds 
would go into the former and up to 
10% in the latter. Considering quality, 
maturity, yield and exemption from 
certain personalty taxes in some cases, 
Series K Savings Bonds have more 
appeal than the sound quality corpo- 
rate bonds which are generally much 
longer and yield only up to 25 or 30 
basis points more. However, a portion 
of the bonds would be corporate obli- 
gations to provide diversification and 
additional liquidity. 
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Finally, a few selected callable pre- 
ferreds of better quality having good 
sinking fund provisions and perhaps 
conversion privileges would supplement 
income moderately. 


Illinois 


We believe that currently trust funds 
should have bonds in the ratio of from 
50% to 65% of the average trust ac- 
count. These should be diversified 
among industries and with a strict 
attention to maturity runoff to provide 
an average reinvestment over the com- 
ing years. Governments may be included 
if they supply a yield approximately 
equal to that of good corporation 
bonds, which is especially true in the 
12-year bracket where the Series “K” 
bonds fall. 


We would include common stocks for 
the balance of the money for additional 
diversification, some increase in in- 
come and for the long-term growth. The 
latter phrase is used only to cover the 
growth resulting from retained earn- 
ings wisely reinvested which supplies 
additional “income” even though not 
currently being paid to stockholders. It 
is important to get a good cross-sec- 
tion of our fundamental industries. A 
trustee should continue his unceasing 
investigation and analysis of companies 
and industries to determine whether 
their securities are suitable for contin- 
ued retention. At this time, with the 
market at relatively high levels, there 
is an opportunity for any houseclean- 
ing which may have been postponed. 
Finally, a trustee should currently be 
especially conscious of the emotional 
factors that have entered into the mar- 
ket for stocks to be sure that he is not 
influenced by the present tempo to de- 
part from sound trust practices. 


Michigan 


Our policy in the investment of a 
new discretionary trust created with 
a cash deposit has changed moderately 
with the appearance of increasing pub- 
lic participation and speculative activity 
in the stock market since the elections. 
A factor of more importance in modi- 
fying our policy than the historically 
high levels indicated by the averages 
has been the steady decline in the num- 
ber of individual issues considered 
attractive for new investment. 


As a result we should commit about 
40% to stocks now as compared to a 
former 50%-policy. As before, commit- 
ments would be made periodically over 


about one year when the 40% ratio 
would be attained. The more important 
investments would be placed in utilities, 
bank and insurance stocks, chemicals 
and oils in the range of 12% to.16% 
of stock funds for each industry. Some- 
what smaller investments would be 
made in food, retail trade, electrical 
equipment, machinery, and certain mis- 
cellaneous issues. 


Preferred stocks would be largely 
ignored, since the better-grade issues 
have moved up in price in line with 
the decline in interest rates and there 
is no wish to compete with corporate 
buyers receiving the advantage of the 
85% dividend credit. 


The balance of the fund would be 
divided fairly equally between corpo- 
rate bonds and governments, since it 
is inferred that tax exemption is not 
a consideration. The corporate list 
would include ten to thirty-year maturi- 
ties of finance company, industrial and 
public utility bonds to yield 244% to 
about 3.15% and would exclude out- 
standing convertible issues, which form- 
erly would have been used, because of 
price increases attributable to action of 
the common stocks. Government issues 
purchased would be largely the 21,’s 
due in 1962 and the longer 214’s with 
the former serving as a reserve for in- 
creasing common stocks in the event 
of an important decline in stock prices, 


The yield on such a program might 
be expected to fall in the 314%-3°4% 
area. 


New York 


We are assuming that the size of this 
trust is approximately $100,000. As to 
its initial composition, we find it ex- 
tremely difficult to pin-point the exact 
percentages we would allocate between 
fixed income securities and common 
stocks. The needs or desires of the 
beneficiary would have an important 
bearing on the policy to be adopted. 
In addition, equity investment is less 
of a science than an art; so that, as a 
practical matter, arithmetical percent- 
ages are not precisely applicable. 


Perhaps our attitude toward equities 
generally will help to clarify our 
thinking on any new trust. 


Obviously, if one looks at the stock 
market averages, the initial investment 
of such a fund today poses an interest- 
ing, but sobering, problem. Investors 
keep reaching higher and higher for 
equities. This is obviously no time for 
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the professional investor, particularly a 
trustee, to allow himself to be overly 
influenced by the current wave of opti- 
mism. It is very possible that, as a 
result of the burst of enthusiasm since 
the election, prices of many of the 
“blue chips” have been pushed to levels 
which are somewhat over-optimistic 
based on the near-term outlook. 


Among most trustees there is evident 
a sense of caution in varying degrees 
and there is no doubt that some degree 
is necessary. But many accounts have 
suffered in recent years, both principal- 
wise and incomewise, because of a re- 
luctance to enter what have looked like 
successively high markets. Essentially, 
trust investments are long-term propo- 
sitions. We are fully conscious of tim- 
ing and selectivity as important factors, 
but are not unduly influenced by inter- 
mediate market swings. 


We are convinced that a purely de- 
fensive approach will turn out to be a 
defeatist approach and that there is no 
substitute for a careful appraisal, a well- 
thought-out decision, and then vigorous 
action. In the final analysis, caution is 
no substitute for judgment. 


Great stress has been placed recently 
on defensive investments; the utilities, 
for example. We would include utilities 
in our portfolio because of their record 
of stability; but also because there is 
no reason to believe that the vital elec- 
tric power industry will not take its 
rightful place in the long-term growth 
of this country. 


Basically, we view the longer term 
outlook with confidence. The economy 
continues to roll along in high gear and 
prospects for business continue good. 
The economic structure appears to be 
mounted on a strong, virile base. The 
many built-in bulwarks are constantly 
being strengthened by startling im- 
provements in technology, extensive re- 
search and a strong, steady population 
growth. 


Admittedly, the economy has for 
years been supported by what is termed 
an “artificial” stimulus: that of war or 
defense. One may seriously question, 
however, whether this must necessarily 
be considered artificial at all. It might 
well be considered a permanent adjunct 
to our normal industrial activity and 
growth for many years to come. 


In this market and in this new ac- 
count we would stick to quality invest- 
ments. We are fully cognizant of the 
fact that we are paying what looks like 
a high price for quality today, but pre- 
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fer to believe that we are also buying a 
little insurance against the effects of 
future market fluctuations. We would 
also certainly reserve something in the 
way of buying power at this level of 
the market. 


In summary, our theoretical portfolio 
of $100,000 would have its backlog of 
bonds, a smaller proportion of pre- 
ferred stocks to buttress the fixed-in- 
come section, and it would be weighted 
with a good commitment in high-grade 
equities. 


Ohio 

Our stock proportions vary between 
25% as a minimum and somewhat over 
50% as a maximum, depending on the 
trust. There is no trust completely “free 
of unusual circumstances,” or perhaps 
there are always differences in circum- 
stances. If necessary to pick an average 
number, I presume we would say 40% 
in common stocks. We prefer to build 
the common stock proportion to its 
desired level over a period of several 
years, depending upon our enthusiasm 
for particular equities at existing prices. 
We might, for example, reach the 25% 
position in the first step or perhaps two 
steps over a period of a year, and build 
slowly from that position. 


The remainder of the trust will be 
largely corporate bonds, generally 
bought from available new issues with 
funds supplied from initial investment 
in short-term governments. The long- 
term position in governments would 
normally be quite small, probably less 
than 10% of the total trust if there is 
no near-term cash need. We also use 
preferreds up to around 10% of the 
total; these are preferreds of the best 
grade to produce yield out of the bond 
category, rather than replacing a por- 
tion of the common stocks. 


Within the stock group, we would 
tend to think of 4 or 5 stocks as mini- 
mum diversification and around 20 
stocks as being a desirable number 
except for, very large accounts. Thus, 
with 20 stocks and a stock proportion 
of 40% each stock would represent 
about 2% of the trust. We do not like 
to see a single stock take substantially 
more than 10% of the total, although 
we are more relaxed about such a sit- 
uation if it has resulted from strong 
market action. 


As to industry diversification, we 
have no set policy, but 15-20% of the 
total trust in one industry is a probable 
maximum. In our accounts, concentra- 


tion of that level might be seen in the 
oils, the chemicals, insurance stocks, 
or public utilities. We would tend to 
reduce any such concentration upon 
review of the account, again being 
somewhat influenced by past market 
action. 


One final word about our cornmon 
stock policy. We believe in high quality 
and a very selective list. Our “buy” 
list is generally quite small. For ex- 
ample, purchases during any one month 
are likely to be concentrated in 4 or 5 
stocks. 


Pennsylvania 


In a new fully discretionary trust 
account, free of unusual restrictions 
and of such size as to permit proper 
diversification, I believe that we would 
invest new funds approximately as fol- 
lows at the present time: bonds 50%; 
preferred stocks 15%; common stocks 
35%. Our major industry selections in 
the common stock category would in- 
clude the following, ranged by groups 
in rough order of preference: 


1. Electric Utilities 3. Rubber 
Oil Retail Trade 
Chemicals Paper 
Steel Non-Ferrous 
Metals 
2. Foods 4. Railroads 
Electric Equip. Banks 


Insurance 
Industrial 


Building Materials 


Autos and Parts Mach. 


Pennsylvania 


Our present investment policy is pred- 
icated upon the following suppositions: 


(1) The economy of the United 
States is in a period of expansion which 
will continue as far in the future as 
we are able to foresee with, of course, 
temporary readjustments from time to 
time. 

(2) This expansionary period will 
probably be accompanied by some 
further depreciation in the purchasing 
power of the dollar. 


(3) There will be no world-wide war 
in the foreseeable future. 


(4) While the rise in the market has 
taken many stocks to a point where 
they appear to discount earnings growth 
for several years ahead, there is still a 
substantial disparity between the in- 
come produced by good grade common 
stocks and that obtainable from high 
grade corporate bonds. 


(Continued on page 58) 
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The First National Bank 
of Chicago 


Statement of Condition December 31, 1954 


ASSETS 
Cash and Due from Banks 


United States Government Obligations . 
Other Bonds and Securities 
Loans and Discounts 


$ 633,252,619.59 
874, 602,957.82 
128, 483, 161.28 
1,282, 208, 342.73 


Real Estate (Bank Buildings and Adjacent Property) 1,769, 254.94 
Federal Reserve Bank Stock ‘ ; : 6,000, 000.00 
Customers’ Liability Account of Acceptances 2,507,676.58 
Interest Earned, not Collected 6,955, 367.82 
Other Assets 451,140.42 





$2,936, 230,521.18 
LIABILITIES 

Capital Stock ; < , ; 
Surplus. , 
Undivided Profit ‘ . 
Discount Collected, but not Earned 
Dividends Declared, but Unpaid 
Reserve for Taxes, etc. , 
Liability Account of Acceptances 
Time Deposits . 


$ 100,000,000.00 
100,000, 000.00 
6,644, 757.57 
1,925, 366.18 
1,800, 000.00 
34,470, 735.49 

‘ . : 3, 067,333.38 
$ 541,623,039.87 
Demand Deposits. , 1,960, 731,618.92 
Deposits of Public Funds 185,958,207.08  2,688,312,865.87 
Liabilities other than those above stated 4 ‘ ; 9,462.69 
$2, 936, 230,521.18 


United States Government obligations carried at $280,917,489.42 are pledged 
to secure United States Government and other public deposits, trust 
deposits, and for other purposes as required or permitted by law. 








Building with Chicago 
since 1863 
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Ham AND FAREWELL 


The initial wave of 1955 economic 
forecasts has revealed a nearly unani- 
mous note of optimism. Not one of 
boom times, let it be said, but a feel- 
ing of gradual improvement or stability 
in most sectors of activity, if no de- 
terioration occurs in the international 
situation. Granting that prophets, with 
minor exceptions, prefer the bright side 
in public utterances, the weight of evi- 
dence seems to support the constructive 
viewpoint. Not the least of the reasons 
is the good sense shown by business 
leaders in refusing to be panicked into 
retrenchment and shortsighted econ- 
omy measures during the recent transi- 
tion from flush to less than capacity 
operations. Competition will become 
even more intensified and this may re- 
duce profit margins in some cases but 
the outlook from this end of the tele- 
scope is for well maintained earning 
power and dividends of established 
corporations. Here’s good luck to the 
soothsayers and may their constructive 
prophecies be borne out to the fullest. 


Elsewhere in this issue, trust invest- 
ment officers and mutual fund managers 
have translated into terms of invest- 
ment policy their views of the 1955 
prospect. It is a truism that, even given 
an accurate appraisal of economic 
forces, security markets seldom perform 
in degree or timing with these factors. 
Common stocks having turned in such 
a startling performance, even though 
on a highly selective basis, during the 
late readjustment period when they 
might have been expected to mark time 
or decline with prospective lower levels 
of business, have now reached levels 
where astute selection becomes vital. A 
healthy respect for possibilities of more 
attractive buying levels at some time 
in the foreseeable future is evidenced 
by provision for larger percentages of 
total funds to be held in short-term 
media for common stock commitment 
on a scale. 


Whatever fortune the New Year may 
bring, the brokerage community in gen- 
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eral found 1954, a good time, barring 
some unfortunate underwritings which 
were rather optimistically priced. Christ- 
mass bonuses and profit-sharing pay- 
ments were at a peak and presumably 
the lot of the partner has improved 
enough to reverse the trend of not so 
many years ago when his role was less 
attractive than that of registered repre- 
sentative. New partnership admissions 
were numerous with the start of the 
year. The final and indisputable proof 
of Wall Street’s more optimistic frame 
of mind is, however, found in the price 
of New York Stock Exchange seats. 
During December arrangements for the 
sale of six seats were made, the high 
price being at $90,000 which contrasts 
with the year’s low of $45,000 in 
January. 


The first day of 1955 trading, Janu- 
ary third, broke the news of General 
Motors’ projected offering of stock to 
present holders in the total of $325 
million. The effect upon the price of 
General Motors and DuPont was elec- 
trical, with closing gains of 714 and 
4 points respectively. With both these 
bellwethers in the D-J industrial aver- 
age, this figure showed a jump for the 
day of 41% points but profit taking else- 
where in the list was noticeable. Such 
erratic action is eagerly welcomed by 
speculative interests but it tends to 
dampen the interest of institutional 
managers who shun runaway markets 
in favor of situations where they can 
“turn around.” 


Perhaps it is incorrect to say that 
the sequel to this blowoff was the an- 
nouncement after the close of the mar- 
kets on the following day that the 
Federal Reserve Board had raised mar- 
gin requirements from 50 to 60%, but 
it is certain that the rising speculative 
fervor of recent months, especially 
since Election Day, had not gone un- 
noticed by monetary authorities. The 
justification for such a step at this time 
was questioned both by Keith Funston 
and Edward T. McCormick, heads of 
the New York and American Stock Ex- 


changes. The unusually small increase 
may have been intended as a warning 
rather than as an actual deterrent to 
further speculative use of credit but the 
motivation seems somewhat exaggera- 
ted in view of the flood of available 
mortgage money and the approximately 
$29 billion total of outstanding con- 
sumer credit. This department heartily 
seconds all measures to curb excessive 
or unsound speculation but, in this in- 
stance, is inclined to the view that a 
10% rise is “too little and too soon.” 


This admonitory step triggered the 
sharpest sell-off seen in the market since 
the Korean War outbreak in late June 
1950 and with the largest volume—just 
above 4.6 million shares—since that 
same period. The sounding of a note 
of caution from Washington naturally 
had a sobering effect upon speculative 
sentiment but the immediate reaction 
in institutional investment circles was 
that the action of the Board had little 
significance for the longer term so far 
as investment grade equities were con- 
cerned. 


Stock DistRIBUTION INVESTMENT 
FACTOR 


Exhaustive research precedes assump- 
tion of a stock position by institutional 
and large private investors. It is not 
only vital to know all published facts 
but to dig into hidden angles in order 
to arrive at a sound decision. Not of 
least importance to these prospective 
investors is the pattern of stock owner- 
ship, in which area considerations such 
as concentration of control in estate or 
family hands or through trusts may 
spell out a restricted market and a less 
than average payout in the attempt to 
conserve assets from the bite of the 
tax collector. 


It is not always possible to form a 
close opinion but Harold Clayton of 
Hemphill, Noyes & Co. has attempted 
to do something along these lines in a 
recent compilation of stock holdings by 
certain large holders, management and 
some institutions. The survey covers 
the active listed stocks on the New 
York Stock Exchange and is prepared 
by reference to public records, proxy 
statements, annual reports, listing appli- 
cations and SEC material, as well as 
information through mail surveys. 


The lists should be regarded merely 
as a guide, according to Mr. Clayton, 
because they obviously do not reach the 
holdings of personal trust funds and 
bank-managed supervisory agency ac- 
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counts, pension fund portfolios, all the 
college and university endowments (al- 
though 46 important institutions are 
here included), as well as philanthropic 
and foundation interests or brokers’ 
holdings in Street name for customer 
account. These sectors combined repre- 
sent a total infinitely more important 
than the 18.69 of total shares of the 
companies included in Mr. Clayton’s 
lists. A recent survey by this magazine 
(T.&E. Nov. 1954, page 980) indicates 
common stocks estimated in excess of 
$40 billion under trustee management 
but it is not possible to ascertain the 
distribution among individual corpora- 
tions. | 


It is interesting to note that, in the 
Clayton table, total concentrated hold- 
ings of such a prime institutional favor- 
ite as Union Carbide & Carbon Co. are 
shown as 6% of total capitalization 
while in the company’s annual report 
for 1953 a breakdown of ownership 
showed only 43.69% of total shares 
owned by individuals, the balance be- 
ing composed of fiduciaries at 11.94%, 
nominees (among which are doubtless 
many corporate trustee holdings) at 
32.22% followed by brokers, joint 
accounts, institutions, insurance com- 
panies and investment trusts with a 
grand total of 56.31%. These figures 
are cited in illustration of the advisa- 
bility of using the list as a point of 
departure for further investigation, as 
previously pointed out. 


CONSTRUCTIVE CAPITALISM 


The late-December sale of the Fol- 
lansbee Steel Corporation mill in the 
West Virginia town of the same name 
to a Cleveland financial group assured 
a Merry Christmas and at least three 
years of operation to residents threat- 
ened with loss of their chief means of 
livelihood under a projected plan to 
dismantle and sell the plant equipment 
for use elsewhere. Whether this move 
will merely delay the working of eco- 
nomic law or some means of turning 
the mill into a profitable and going 
operation will be found cannot be 
known now but the good wishes of 
many who followed the involved legal 
tangles of the past few months will go 
out to the backers and townspeople. 

A marginal unit in the highly-com- 
petitive steel industry, Follansbee has 
had a rough and checkered career and 
its stock is not found in investment 
portfolios. The importance of this case, 
however, far exceeds the comparatively 
small corporate angle and the number 
of individuals affected by its fate. This 


January 1955 


attempt to prevent the disruption of a 
community should be a better advertise- 
ment for the free enterprise system than 
could be produced by a battery of copy 
writers and public relations experts. 
Our commendations to those who had 
the courage to step forward and may 
they come out with a tidy profit in the 
bargain! 


LirE COMPANIES EXPAND TAX. 
EXEMPTS 


The most noteworthy investment de- 
velopment in life insurance investment 
during 1954 was the rush to the tax- 
exempt counter, as noted in this column 
in November. This rather startling 
trend contrasts with attitudes ranging 
from indifference to lukewarm interest 
in the years immediately preceding 
1954 upon the part of the portfolio 
managers. The answer undoubtedly lies 
in the availability of large blocks of 
new issues of revenue bonds offered 
at attractive yields during the past year, 
together with the excellent records 
turned in by the leading operating en- 
tities which have, with rare exceptions, 
far exceeded the very conservative engi- 
neering estimates drawn up at original 
issuance. While final figures are not in, 
it appears that the United States legal 
reserve companies increased their hold- 
ings in this category by somewhere be- 
tween half and three quarters of a bil- 
lion dollars in 1954, according to a 
study of life company investments pre- 
pared by James J. O’Leary, Director of 
Investment Research, The Life Insur- 
ance Association of America. 


Mr. O'Leary also estimates the total 
assets of the companies at $84.2 billion, 
an increase of $5.7 billion for the 
twelve month period. The importance 
of this group of institutional investors 
as a private capital source is highlighted 
by the total outstanding of some $25.8 
billion in mortgages and $46.5 billion 
in bonds of all classes. Government 
holdings declined for the eighth straight 
year in favor of investment in other 
media at more remunerative rates, and 
stood at $8.9 billion, less than 11% of 
assets, against 46% of the total at the 
close of World War II. 


Stocks, both preferred and common, 
reflect increases but markup in year- 
end valuations may distort the picture. 
There is some evidence, however, that 
there has been a more receptive attitude 
toward this group on the part of some 
insurance men. The estimate of new 1954 
acquisitions ‘is around $550 million. 
Nevertheless, the matter of valuation 
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continues to be a problem upon which 
the Joint Committee of the industry is 
divided and it will require time and 
study to reconcile these viewpoints in 
both regulatory and industry circles, 
according to this report. 

New mortgage loans rose above $5 
billion, or some 45% of the new private 
sector investment, followed by $3.2 
billion of industrial bonds, down from 
the previous year, and utility bonds in 
the amount of $1.5 billion. In the matter 
of investment return, of vital concern to 
insurance managers, 1954 will probably 
report an average yield of 3.45% be- 
fore taxes and 3.23% after income 
taxes, an improvement of approximately 
eight basis points compared with 1953. 

The study appraises 1955 private 
capital needs at around $20 billion and 
with Government requirements will 
probably be somewhat greater than in 
1954, indicating firm interest rates. 


Savincs BanK Stock FuND GROWING 


The 67 mutual savings bank partici- 
pants in the Institutional Investors Mu- 
tual Fund, Inc., the lusty infant which 
has contributed so handsomely thus far 
in its career to savings bank surplus 
growth, has reported, as of the end of 
1954, an increase of nearly $4 million 
in assets since June 30, 1954.* 

Granted that the Fund has had the 
benefit of a rising market for the qual- 
ity common stocks comprising 96.92% 
of its approximately $14.5 million total 
assets since this last report, it is never- 
theless an extremely gratifying perform- 
ance for its participants. Changes are 
made only for cause as indicated by a 
study of the past six months. Only five 
new commitments appear but additions 
have been made in prior positions. 
Twelve stocks have been closed out, the 
most notable of these being the three 
holdings in tobacco, which industry was 
abandoned to other risk-takers. One 
name was removed from each of the 
following: utilities, finance, food and 
steels and three from the’ retail trade 
classification, with one switch each in 
aircrafts and machinery. 

As of December 31, 1954, there was 
a” unrealized appreciation of nearly 
$3.2 million in the account and the 
average yield on book values was at the 
rate of 5.29%, a figure to bring a gleam 
of contentment to the managerial eye. 
Utilities, oils and chemicals lead the 
van again and comprise the only groups 
with 10% or more of total assets. Port- 
folio composition and percentage dis- 
tribution are shown herewith. 


*T&E July ’54, p. 629. 
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INVESTMENTS OF INSTITUTIONAL INVESTORS MUTUAL FUND, INC, 
December 31, 1954 


SHARES GrRouP MARKET 
AtrcrRAFT MFe. 
* 1,500 Boeing Airplane — $ 110,813 
(.77%) 
AGRICULTURAL EQUIPMENT 
* 1,800 Allis-Chalmers — $ 131,400 
(.91%) 
AUTOMOBILES & ACCESSORIES 
3,700 General Motors __ $ 362,137 
4,600 Libbey-Owens-Ford __. 330,050 . 


* 





(4.78%) $ 692,187 





CHEMICAL 
2200 dubent: 2+ $ 368,500 
5,800 Eastman Kodak _._. 418,325 
2,500 Hercules Powder 248,750 
2,000 Texas Gulf Sulphur 250,500 
3,000 Union Carbide _ 258,750 


(10.67%) $ 1,544,825 





CONTAINERS 
4,900 American Can __. $ 219,275 
3,700 Continental Can _ 291,375 
(3.53%) $ 510,650 
Drucs 
13,500 Mead Johnson _... $ 324,000 
8,000 Merck 188,000 
6,000 Sterling Drug — 270,000 
(5.40%) $ 782,000 


Evectric & Gas 


5,700 American Gas & Elec. _.$ 243,675 
4,900 Cincinnati Gas & Elec. _. 117,600 
3,600 Commonwealth Edison _. 165,150 
2.900 Con. Edison —.__._____ 134,125 
4,100 Consolidated Gas of Balti. 127,613 
5,400 Gulf States Utilities __ 182,250 
3,000 Idaho Power —.__. 168,000 
4,000 Kansas City Pr. & Lt. __ 161,000 
3,100 Louisville Gas & Elec. —. 140,275 
8,800 Northern States Power — 144,100 
4,900 Oklahoma Gas & Elec. _. 162,312 
3,700 Philadelphia Elec. _ 141,988 
3,400 Southern California Ed. — 157,250 
5,200 Virginia Elec. ____ 171,600 
5,000 Wisconsin Electric 159,375 


(16.41%) $ 2,376,313 
ELECTRICAL EQUIPMENT 


3,000 General Electric — $ 140,250 
2.800 Westinghouse Electric _. 225,400 
(2.52%) $ 365,650 
FINANCE 
5,000 Beneficial Loan Corp. _.$ 270,625 
7,300 Commercial Credit 385,987 
Foop & BEVERAGE 
2,800 American’ Chicle ___ $ 176,400 
ee ee 141,625 
2,300 General Foods _....... 175,375 
6,300 National Dairy —____. 241,763 
(5.08%) $ 735,163 
MACHINERY 
1,200 Caterpillar Tractor —_. $ 98,400 
3,000 Ingersoll-Rand _... 162,000 


SHARES Group Market 
METALS 

5,000 Climax Molybdenum ___ $ 285,000 

3,300 Kennecott Copper _ 348,150 


(4.37%) $ 633,150 


Paper & PuLpP 


* 1,000 Crown Zellerbach ___ $ 63,750 
(.44%) 
PETROLEUM 
3,300 Continental Oil $ 247,500 
eee Oe 274,500 
4,400 Phillips Petroleum ___ 330,000 
Meo mer Ty 277,875 
4,500 Skeliy Oi 235,962 
5,900 Socony Vacuum _..... 299,063 
4,000 Standard Oil of Cal. _.. 309,000 
6,750 United Carbon _..... = 3.40875 
(15.98%) $ 2,314,775 
RAILROADS 
1,100 Atchison, Topeka & 
Santa Fe === )=—:143,550 
800 Union Pacific 122.800 
(1.84%) $ 266,350 
RETAIL TRADE 
2,500 First National Stores ___ $ 145,625 
4,000 Jewel Tea 216,000 
6,000 National Tea _ 233,250 
2,000 J. C. Penney - 172,500 
(5.30%) $ 767,375 
TirE & RUBBER 
1,400 Goodrich $ 177,800 
3,100 Goodyear 2S 336,737 


(3.55%) $ 514,537 
SHOES 


3,500 General Shoe _. S$ ~—«185.500 


(1.28%) 


STEEL 
2,100 Bethlehem Steel _ 
3,900 U. S. Steel 


$ 229,163 
287,137 


(3.56%) $ 516,300 


TELEPHONE 
1,200 American Tel. & Tel. _.$ 210,000 
(1.45%) 


MISCELLANEOUS 
6,500 General American Trans. $ 398,125 


(2.75%) 
250,950 Total Common Stock __ $14,035,875 


(96.92) 
$300,000 U. S. Treasury 1%% 
Notes—1959 _. $ 298,313 
(2.06%) 
CasH Assets (1.02%) $ 147,653 
Net Assets $14,481,841 








(1.80%) $ 260,400 








*New commitments since last reported. 
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IrnvING TRUST COMPANY 


NEW YORK 


STATEMENT OF CONDITION, DECEMBER 31, 1954 


ASSETS 


Cash and Due from Banks . $ 373,921,397 

















U. S. Government Securities 445,395,005 

U. S. Government Insured 
F.H.A. Mortgages 22,142,509 
Other Securities . i 60,621,574 
Stock in Federal Reserve Bank . 3,150,000 
eg eat @ eck. bate re 620,263,230 
First Mortgages on Real Estate 1,971,333 
Banking Houses . 17,284,192 

Customers’ Liability 
for Acceptances Outstanding 23,658,670 
ee ee ea 5,796,751 
$1,574,204,661 
LIABILITIES 

Capital Stock (5,000,000 shares—$10par) $ 50,000,000 
Surplus . 55,000,000 
Undivided Profits ....... 19,224,787 
Total Capital Accounts . 124,224,787 
a ee a ee 1,406,781,695 
Taxes and Other Expenses . . . 11,271,196 
Dividend Payable January 3, 1955 2,000,000 

Acceptances: Less Amount 
ae 25,158,192 
Other Liabilities. ....... 4,768,791 
$1,574,204,661 








United States Government Securities are stated at amortized cost, 
Of these, $67,791,626 are pledged to secure deposits of public 
monies and for other purposes required by law. 
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Indices are based on fund operations during the period covéred and are not a 
representation of future results. They should be considered in the light of the 
individual companies’ investment polici.s and objectives and the characteristics 
and qualities of the investments of these companies. 





HENRY ANSBACHER LON 

























































































Reference should be made to the introduc- an I 2 3 4 5 6 7 
toey article in July 1949 issue, outlining = Present 12/31/35 to 12/30/39 to 
poses of publication and considerations in Mgmt Principal I Principal 
selecting stock and cost-of-living averages, Si ; aa eae ; nc. rincipal 
periods and in interpretation of data. ae Principal High Low Prine. To Low High 
BALANCED FUNDS 
American Business Shares _ 1939 ates —_ — 100.0 — 65.9 170.1 
eit Pune A 1938 — me — 100.0 — 71.4 209.8 
intra as? oo 1938 = — — 100.0 — 83.1 227.1 
Boston Fund... SS CI Le 1932 103.1 171.9 72.6 100.0 3.46 60.2 172.0 
Commonwealth Investment 1932 106.3 168.4 64.4 100.0 3.05 185 216.7 
Eaton & Howard Balanced —:.----_... 1932 114.5 134.7 80.0 100.0 4.27 73.6 186.8 
Fully Administered Fund (Group Securities) _ 1938 ao =o — 100.0 — 69.4 156.6 
General Investors Trust —...__.____ cars Ss 1932 110.0 152.7 vik 100.0 4.20 65.2 136.4 
aS RR SS ie cena 1940 — —_ — me — 73.5 164.4 
Johnston Mutual Fund —.... 1947 hi — a — — — 187.6 
Nation-wide Securities** — .__-______ 1932 102.6 174.6 70.3 100.0 2.82 59.6 142.1 
Meeumarm 1G) 1947 siti — — a — _ 158.9 
Geeres wma Fund - 1938 ae = a 100.0 2.76 69.2 150.8 
Scudder Stevens & Clark =. 1928 97.4 119.2 75.7 100.0 3.25 80.9 160.6 
SE Tae 1928 105.2 148.4 69.5 100.0 2.41 75.0 169.1 
Whitehall Fund es 1947 nes —_— mes — — a 195.4 
Wisconsin Investment*** ._ - Sy 1939* ae — — 100.0 _— 65.1 229.7 
AVERAGE: BALANCED FUNDS _ a 105.6 152.1 72.0 — 8.22 70.8 175.3 
STOCK FUNDS 
Affiliated Fund*** — 1939 — — — 100.0 — 50.2 224.9 
Broad Street Investing Corp. 1932 109.9 156.6 76.6 100.0 3.60 60.1 211.0 
meneck Fund 2°. 1932 109.8 168.8 69.6 100.0 1.77 61.0 198.7 
Delaware Fund _..........-_. “ 1937 ra os — 100.0 — 76.1 172.3 
Diversified Investment Fund, Inc.*** (c) —... 1944 — — — — oe — 152.7 
Dividend Shares. ______ 1932 109.0 163.2 70.7 100.0 1.88 62.1 178.0 
Eaton & Howard Stock __..... 1931 107.1 147.0 74h.4 100.0 3.86 62.7 923.2 
Fidelity Fund — 1943 — — — — —_— — 230.6 
Foncamental livestors 1932 105.2 146.0 67.4 100.0 2.98 64.8 250.9 
Incorporated Investors 1925 103.6 165.2 80.2 100.0 2.58 63.9 245.7 
Institutional Foundation Fund —.. 1944 ~— oo — — — — 180.3 
Investment Co. of America _. 1939* — — oo 100.0 — 69.0 199.5 
Knickerbocker Fund __....... 1938 — — ao 100.0 — 59.8 126.2 
Loomis-Sayles Mutual Fund (c) —... 1929 72.4 rai7 87.7 100.0 2.54 74.2 198.3 
Massachusetts Investors Trust —........___.. 1924 110.7 147.5 72.8 100.0 3.88 59.7 191.6 
Mass. Investors Growth Stk. Fund — 1934 114.2 157.0 70.8 100.0 3.31 57.4 205.9 
Mutual Investment Fund (c) —.. 1926 129.7 173.4 75.5 100.0 4.31 56.1 165.3 
National Investors - ed LE ce 1937* — — 65.9 100.0 3.10 60.7 241.9 
National Securities — Income*** (c) _... 1940 — — wo — — 66.0 135.1 
New England Fund (c) _. 1981 117.4 159.1 70.8 100.0 2.85 e 61.4 163.3 
Selected American Shares __ 1933 123.8 178.1 80.4 100.0 - 3.30 60.9 180.2 
ee 1936 = 166.6 68.6 100.0 1.78 62.5 136.7 
State Street Investment Corp. 1924 92.8 155.2 74.0 100.0 3.75 60.7 244.5 
Wall Street Investing Corp. 1946 —_ — _— _— — a 226.5 
AVERAGE: STOCK FUNDS — 108.1 158.2 78.7 100.0 ¢ 3.02 63.0 198.6 
90 STOCK INDEX (Standard & Poor’s) _.__. —_— 106.7 148.8 67.5 99.2 _ 59.3 211.1 
CONSUMERS PRICE INDEX (B.LS.)n —. — — — — 100.0 a 99.8 191:4 


























CALCULATION OF INDEX, NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 


PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 


distributions from capital gains and other capital sources. 


COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 


1939 by the 1939 base offering price. 


COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 


COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 


all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 
INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 


on their portfolio securities (excluding all capital distributions). 


COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 


dates by the average of the twelve month-end offering prices ending on the corresponding dates. 


COL. 20 is a five year average figure which includes the percegtage returns in columns 9, 11 and 17 as well as those for the two 


preceding annual periods. 
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No responsibility is assumed, in so far as compliance with the Statement of Policy is 
concerned, for the employment in whole or in part of the index by issuers, under- 























ON | INDEX of MUTU AL FUNDS pemees ty! Sector. De 59 income returns based on December 31, 1954 offering prices 
8 | 9 10 11 12 13 4 15 16 17° 18 19 20 
12/450 12/31/53 11/30/54 Lest 96 ence, 12/31/54 _—| bast 12. mo. Div. 7%) = 40/31/54 Svea 
Inc. Inc. Inc. Principal I nd C Prin. Less Cum. Investment 
Prin. | % Prin. % Prin. % Low High Principal ag i Deer Cap. Distr. (Bid) Income % 
154.2 3.41 154.4 3.56 168.6 3.52 148.8 $172.5 4172.5 3.51 9.87 7116.4 3.62 
209.8 182.68 204.0 3.08 239.4 2.79 195.9 $248.7 248.7 2.74 4.33 189.4 3.25 
227.1 183.73 220.5 3.77 267.3 3.64 208.9 +$278.0 278.0 3.56 2.23 221.8 3.80 
172.0 1§3.28 170.1 3.63 204.2 3.17 158.5 $209.8 209.8 3.11 0.91 174.8 3.51 
216.7 193.78 209.7 3.83 253.4 3.47 202.5 %$260.1 7260.1 3.39 1.70 7218.1 3.86 
186.8 }93.61 183.8 3.69 222.3 3:37 172.38 7227.7 +227.6 3.29 y Fe A 7201.1 3.70 
144.4 182.77 140.7 3.21 162.3 3.43 135.5 %$169.6 169.6 3.87 1.52 139.9 3.46 
136.4 }f4.11 130.8 4.10 160.0 3.78 126.1 +163.9 7163.7 3.84 2.81 7133.2 4.45 
164.4 [4.01 160.8 4.09 188.4 3.75 149.9 $193.6 7193.6 3.77 1.19 +162.9 4.05 e 
187.6 }§3.75 182.3 3.74 222.7 3.38 171.9 $229.1 +229.1 3.35 2.25 +209.4 3.99 e 
141.8 }84.05 138.0 4.19 159.2 3.84 182.5 4161.6 7161.6 3.78 1.44 7132.2 4.06 
155.8 193.22 151.3 2.90 208.4 3.69 143.8 $231.4 231.1 3.55 2.34 214.7 3.63 e 
150.7 83.69 146.6 3.81 181.5 3.38 188.4 $187.7 ¥187.7 3.31 2.65 ¥157.0 3.82 
160.6 193.28 155.8 3.38 183.8 3.26 146.8 $188.9 +188.9 SAT 2A2 7161.1 3.31 
168.9 193.58 166.1 3.65 195.2 3.32 157.6 %$199.6 ¥199.5 3.34 2.57 7156.2 3.65 
195.4 193.82 191.6 3.91 232.5 3.56 180.9 $237.1 |° +237.1 3.76 5.11 7205.9 3.96 e 
229.7 43.94 226.6 3.57 270.8 3.25 215.8 %$276.6 +276.6 3.58 2.98 7201.2 3.63 
173.3 [355 | 169.2 3.66 | 203.1 3.46 | 160.6 210.0 209.9 3.43 2.82 166.5 3.76 
205.0 44.18 201.7 4.17 228.2 4.01 195.1 3284.1 7233.6 3.95 4.98 ' $148.0 4.40 
é 206.2 4.75 262.7 4.16 191.2: 32714 7269.3 4.20 2.80 7222.5 4.80 
189.9 4.22 246.5 3.62 175.6 $256.4 255.9 3.52 3.55 208.2 4.27 
166.0 3.89 196.0 3.75 159.2 $200.9 +200.9 3.46 4.70 7115.8 3.84 
144.3 4.98 188.3 4.61 135.6 $197.2 - 197.0 4.49 4.26 175.1 5.07 e 
171.1 4.14 209.3 3.52 159.7 4216.7 215.9 3.45 3.02 175.7 4.23 
220.4 3.63 295.9 2.99 202.9 %306.3 7306.1 2.94 3.16 7264.6 3.60 
217.0 4.74 295.3 4.08 198.0 %310.1 7310.1 4.25 1.31 +276.9 4.75 e 
235.7 4.35 33251 3.79 216.8 %$828.1 327.9 3.68 3.72 279.3 4,29 
227.9 374 301.5 3.28 209.6 $319.4 319.4 3.17 1.77 268.7 3.96 
174.0 4.22 214.0 3.95 164.7 $223.7 223.7 3.85 2.91 174.8 3.87 @ 
194.5 3:79 251.5 3.04 184.2 $262.3 262.3 2.95 5.25 190.6 3.61 
122.3 2.22 135.2 2.62 120.38 +$139.8 139.8 2.58 4.10 89.5 222 
196.5 2.98 216.3 3.17 189.8 %220.3 220.3 3.13 3.31 148.3 2.87 
185.8 4.48 254.6 3.96 169.8 $265.9 7265.5 4.00 1.14 7248.2 4.61 
195.0 2.85 261.0 2.45 178.6 %t274.0 +273.8 2.37 2.51 ¥226.1 2.89 
160.1 2.81 188.0 2.87 162.1 +1962 196.2 2.82 3.14 159.8 2.69 
239.0 3.45 310.7 2.86 216.7 $320.6 7320.6 2.78 3.68 7252.8 3.52 
103.7 5.73 125.7 5.41 100.5 $133.2 133.2 5.27 1.05 114.7 5.67 @ 
158.2 3.63 185.8 3.71 1542 3180:7 189.7 3.64 2.55 156.3 3.86 
173.0 4.08 rf I | 3.60 161.0 $222.0 +222.0 3.51 2.72 ¥178.2 4.33 
a 5.09 165.6 4.45 1700 T1718 +1713 4.18 Laz 7144.5 4.91 
232.4 2.85 255.2 r2.74 219.6 %261.4 261.4 r2.72 5.44 172.4 3.02 
223.4 3.95 279.5 3.70 209.1 $291.2 291.2 3.62 1.21 279.0 3.85 e 
191.2 3.80 240.7 8.44 178.5 249.9 249.7 3.37 3.01 197.7 3.83 
197.0 — 271.9 — 180.4 285.7 285.7 — — — eal 
192.8 — 192.3 — 190.38 193.6 —_ ae ols wo 



































if: CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 
sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. 


i 
* - 
3 








14 © Principal index begins after 1939 base date. ***Not included in balanced or stock average: 
i + Ex-dividend current month. Wisconsin Investment Co. balanced fund for too short a period. 
. =~ High reached current month. Affiliated Fund is leverage company, but bank loans retired 2nd quarter 1950. 
r Plus rights. Diversified Investment & National Income are partially invested in high 
i n New revised series adjusted to Dec. 1939 base. income bonds and preferred stocks. 
* Date commenced operation as Mutual Company. Column 19 for funds organized since 1946. 
! ** Became Balanced Fund in 1945. ****Name changed from Nesbett Fund. 


ni (c) Regrouping awaits new detailed classifications of the Nat. Assoc. Inv. Cos. 
Dreyfus is a Flexible Fund with a current stock policy; New England a 
} Source: Diréct from Companies. Flexible Fund with a current balanced policy.” 
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Waat WILL ARRIVE IN 99? 


AS SEEN BY FUND 


We THE READJUSTMENT OF THE 
past year apparently completed, 
the outlook for 1955, as expressed here 
by mutual fund managers and invest- 
ment advisers, is one of continuing re- 
covery, although without any tendency 
to flush times. On the contrary, compe- 
tition appears to be the order of the 
day and this may bring some startling 
results between and within industries. 
For the larger, well-managed units, 
however, the prospects are for well- 
maintained profits and dividends. 

The contributors, whose obligation it 
is to manage the funds in their care 
for their owners, are well aware of the 
heightened risks in the stock levels at- 
tained during 1954, although there is 
some thought that the advance has been 
a reflection of some basic, long-term 
factors previously disregarded. 





The Colonial Fund, Inc. 
Gas Industries Fund, Inc. 
Boston 


The year 1954 was marked by some 
falling off of general business. The bulk 
of the postwar expansion of capacity 
in various important segments of our 
industrial life had been completed. This 
was reflected in little or no increase in 
the raising of new money by sale of 
common stock. At the same time, the 
administration and the Federal reserve 
retreated from their balanced budget 
and hard-money policies. This, in turn, 
had the effect of increasing the supply 
of money some of which did find its 
way into the purchase of equities. We 
therefore had the picture of little change 
in the new supply of common stocks, 
an increase in the supply of money, 
and a new confidence, all of which pro- 
duced a materially higher market. 


The business picture has been im- 
proving and, looking into 1955, it 
should continue to improve. This should 
- create some additional demand for 
funds by business, partly for working 
capital and partly for new plant facili- 
ties, to be met largely by bank loans 
and sale of bonds. All reports indicate 
a large increase in public construction 
financed by debt, hence there should 
not be a substantial increase in the 
supply of new equity securities. On the 
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other side of the equation, the Federal 
Reserve’s activities in the Government 
market have indicated a willingness to 
let. money become somewhat tighter. 
The result has been lower bond prices 
and- higher interest rates. It has also 
been evident that the money authorities 
have become increasingly conscious of 
the rapidly rising stock market and the 
dangers of uncontrolled speculation. 
For the near term, this suggests a cauti- 
ous approach, 


We are still operating with an un- 
balanced Federal budget and as long 
as military requirements’ remain un- 
changed, this condition should con- 
tinue. Also the labor unions are con- 
tinuing to be successful in obtaining 
higher wages. Under these circum- 
stances, there seems little reason to dis- 
turb long-term equity holdings, particu- 
larly those representing ownership in 
fundamental natural resources or in 
rapidly growing industries. Examples are 
oil and gas, where reasonable returns can 
still be obtained. Among growth indus- 
tries the electric utilities have grown 
consistently over a long period of time 
and more recently gas utilities. In both 
cases reasonable returns are available 
as measured against the income from 
fixed income securities. 


It is important for the investor to 
adjust reported per share earnings for 
accelerated amortization, special depre- 
ciation and retained earnings of sub- 
sidiaries not consolidated. To obtain 
comparable figures, many investors now 
emphasize the cash earnings of a com- 
pany and this seems sound. The annual 
compounding of retained earnings, if 
properly invested by management, can 
have an important effect on the value 
of the common stock over a period. 


The present bond market shows only 
a narrow spread between yields on high- 
grade bonds and those of somewhat 
lesser standing. This points up the need 
for care in selection to be sure that 


any added risks are adequately re- - 


warded by additional income or appre- 
ciation possibilities. The more aggress- 
ive bond investor can find some issues 
which are improving in quality where 
such improvement is not yet reflected 


in price. Such an investor can also 
occasionally obtain sound value in con- 
vertibles or bonds carrying options on 
common stock. 


In 1955 and subsequent years, it is 
logical to expect organization of more 
new, fairly large-sized enterprises. Our 
Funds have consistently furnished mod- 
erate amounts of venture capital to such 
companies for initial development or 
expansion, chiefly in natural gas, petro- 
leum, chemicals and uranium. We be- 
lieve that by making capital available 
through the pooled savings of stock- 
holders, investment companies can per- 
form another important function. The 
prospect of profit and income must of 
course be commensurate with the cal- 
culated risk involved. 


For the 1955 stock market, it is ap- 
parent that careful selection of individ- 
ual securities based on thorough invest- 
igation is going to become of increas- 
ing importance. Another way to say 
this is that one should use the same 
care in buying a marketable common 
stock as one would in buying a busi- 
ness. The investor must be satisfied 
with management, that he is receiving 
satisfactory income at a sound price 
based on asset values, that current earn- 
ing power is fairly appraised and not 
discounting future earnings unduly. 


James H. Orr, 
President 


Eaton & Howard, Inc. 
Boston 


For many of us, 1954 has been a 
revelation. It has provided the answers 
to a number of questions which have 
been troubling American businessmen, 
investment managers and the general 
public. These questions have centered 
on the possibility of another recession 
or depression such as was typical of 
the thirties. Public attention was drawn 
to this whole matter a year ago by 
Colin Clark who predicted that we were 
on the verge of a snowballing recession. 
Many economists disagreed with Mr. 
Clark but could advance only theories 
to counter his theories. Now, with 1954 
behind us, we have facts to put before 
the pessimists. It has been shown that 
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we can have mild economic adjustments 
which do not degenerate into serious 
depressions. Businessmen, bolstered by 
sound financial structures, have re- 
frained from destructive price competi- 
tion. Witnessing these developments, in- 
vestors have taken courage. There has 
been a considerable lift to general con- 
fidence, particularly in the stock market. 


In those isolated cases where business- 
men have failed to be conservative, they 
have suffered their own private depres- 
sions. Nowhere perhaps is this better 
typified than in the textile industry. As 
a result of conditions growing out of 
the Korean War, segments of the tex- 
tile industry became overextended. 
High prices and profits encouraged 
speculation. A depression of several 
years duration has been the penalty. 
Fortunately the experience of the tex- 
tile industry has been almost unique. It 
indicates, however, that the normal eco- 
nomic laws of business cycles are still 
in effect. 


Turning to the future, we feel that 
the outlook for 1955 is good. The con- 
ditions which might produce a depres- 
sion seem to be lacking. Money is in 
free and easy supply. which stimulates 
both business and individual consum- 
ers, enabling us to dispose of the tre- 
mendous output of our plants. The 
experience of 1954 has proven that 
while there is some unused plant ca- 
pacity it is not unduly large and does 
not lead to destructive practices. Com- 
modity prices, which through their 
fluctuations have precipitated some past 
financial and business panics, have been 
remarkably stable for two years. Cur- 
rently the wholesale price level is sig- 
nificantly under the peak levels reached 
in early 1951. The rise in the stock 
market has alarmed some people. With- 
out question, a boom in stock prices is 
now in progress. However, the current 
level of stocks is not necessarily unduly 
high, since it is well under levels which 
have prevailed in a number of past 
years relative to earnings, dividends, 
book values and replacement values. 


In summary then, it seems to us that 
the conditions are absent which are 
likely to bring about an important 
business recession. In fact, we look for 
some further small expansion in busi- 
ness as the inventory adjustment of 
1954 ends. Competition will be keen 
throughout the economy. The buyers’ 
market should continue, which will be 
a stimulus to improved efficiency, lower 
prices and better values. Business gen- 
erally is in the process of bringing out 
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new products to whet the consumers’ 
appetite. This is being well illustrated at 
the present time by the enthusiastic re- 
ception given to the 1955 automobiles. 


We have one thought on investments 
before closing. Many investors com- 
plain about the low yield available on 
high-quality common stocks. There is a 
temptation, and a dangerous one, to 
look for bargains among higher-yield- 
ing but poor-quality issues. It seems to 
us that the’best solution to the dilemma 
of low yields is the selection of those 
companies able to expand their opera- 
tions, sales and profits and thus prosper 
in a competitive economy. In the latter 
type of company, dividends and yields 
will take care of themselves. 


THOMAS JOHNSON 


Incorporated Investors 
Boston 


Like most other investment man- 
agers, I expect 1955 to be a good year. 
Whether it will be the second best or 
third best or first best I don’t know 
and I do not think it matters much so 
far as stock prices are concerned. In 
my judgment the rise in stock prices 
has not been forecasting a business 
boom—it has been registering confi- 
dence. This is a confidence market, the 
first in a generation. I think the Amer- 
ican public no longer fears that every 
ripple of economic adjustment must 
develop into a tidal wave of disaster— 
that every period of prosperity must 
be followed by a 1929. Government, 


finance and business have learned a lot 
since 1929—and because of 1929. 


I think the strongest evidence of this 
confidence will appear in the railroad 
segment of the stock market. The D.-J. 
Industrial Average has passed its 1929 
high. In the case of the Dow Jones Rail 
Average prices would have to increase 
about 50%. Railroad plant and equip- 
ment is in much better condition than 
in 1929. In fact it is fair to say that 
the railroads have been rebuilt in the 
last 10 years. The debt structure of 
most railroads has been drastically re- 
duced either voluntarily or by reorgan- 
ization. Interest rates are lower so that 
fixed charges are lower. 


In 1929 the shadow of government 
ownership hung over the railroads but 
there is no such threat now. Before the 
start of World War II the railroads 
hauled a ton of freight 2.85 miles per 
year for every person in the country. 
Now the railroads haul a ton of freight 
4.13 miles per year for every person. 
Since World War II no industry has 
cut costs or increased efficiency to a 
greater degree than the railroads. Great 
savings have been made through diesel- 
ization but great savings lie ahead 
through new modern reclassification 
yards and through tapered roller bear- 
ings. The railroads today have alert 
managements which are strongly stock- 
holder conscious. They live in the best 
regulatory atmosphere in years. The war 
demonstrated that to win, the country 
had to have a strong railroad system 
capable of transporting the huge pro- 
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duction associated with war. The I. C. C. 
recognizes that to have such a system 
the railroads must be financially strong 
and to be financially strong they must 
have adequate rates. 


Finally, in 1929 the railroads faced 
the severe competition of unregulated 
large-scale truck transportation. Today 
that competition is regulated. We then 
had a population of about 120 million 
against some 160 million now. Yet we 
have no more railroads. We have a 
higher standard of living so that more 
goods per person are transported more 
miles. It is my opinion that railroad 
shares will become more acceptable to 
trustees. 


WituiamM A. PARKER, 
Chairman 


Keystone Custodian Funds, Inc. 
Boston 


In general, 1955 will be the most 
competitive in the last 15 years, thus 
placing a premium on new products, 
up-to-date merchandising, and aggres- 
sive selling implemented by realistic 
pricing policies. The year will be char- 
acterized by diverse corporate experi- 
ences within industries as well as the 
economy as a whole, with the strong 
becoming stronger and the weak weaker. 

It is likely that productivity and 
hourly wages will continue to increase, 
but that prices will stay close to current 
levels. National income is expected to 
increase by about 3% in the first six 
months, and personal disposable income 
will also rise to approximately $256 
billion by mid-year. 

Personal consumption expenditures 
for goods will continue to expand to an 
approximate $156 billion annual rate, 
while spending for services will likely 
stabilize at about the current $86 billion 
level. 


The outlook for construction is good, 
with higher expenditures for residential 


construction and commercial establish- 
ments offsetting a 5% to 6% reduction 
in construction outlays by corporations. 
With farm and business equipment ex- 
penditures expected to decline, over-all 
expenditures for construction and equip- 
ment will probably average close to the 
current $50 billion annual rate. 


Inventories are about $5 billion be- 
low last year’s levels and have reached 
the point where efficient distribution is 
being hampered by lack of goods in 
sufficient variety to satisfy consumers. 
By mid-year expanded production to 
make up this deficiency may result in 
inventories being accumulated at an 
annual rate of approximately $2 billion, 
with industrial production climbing 
steadily from the current 125 FRB 
index level to 130. 


Anticipated administration economies 
in defense expenditures will be offset 
by increased public spending on high- 
ways, schools and other public works. 
Total government outlays are therefore 


likely to stabilize at about the current 
$76 billion level. 


With interest rates relatively low, 
with an economy in an apparent up- 
trend, the government’s fiscal policy 
will probably be extremely cautious. 
Attempts to lengthen maturities on the 
Federal debt are therefore unlikely ex- 
cept in the event of a strong inflation- 
ary trend. 


With no further corporate tax re- 
ductions anticipated for 1955, the level 
of sales and the trend of profit margins 
will again become major determinants 
of the level of corporate profits. In line 
with the view that supply lines have 
become somewhat depleted, manufac- 
turers’ sales are expected to rise from 
the current $285 billion annual level to 
slightly below $300 billion by the sec- 
ond quarter of 1955. Corporate profits 
after taxes will reach the $18 billion 
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level, compared to the currently esti- 


mated $17 billion. 


Dividends, supported by an increas. 
ing cash flow, may rise slightly above 
the $10 billion annual rate, a slight 
increase over the third quarter 1954 
$9.8 billion annual rate. 


Corporate bond prices, buoyed up 
by existing low interest rates, are ex- 
pected to continue at about current 
levels, and no heavy volume of new 
corporate issues is visible. The expected 
continued expansion in demand for 
mortgage money will be adequately met 
by the continued heavy supplies of 
funds available from insurance com- 
panies and pension funds. Similarly, 
preferred stocks are expected to main- 
tain current levels, subject to changes 
in the fiscal policy of the Treasury. 


Lower personal as well as corporate 
income taxes and sharply lower interest 
rates have benefitted the stock market 
during the past two years. These posi- 
tive factors are now spent. The coming 
months will find market trends guided 
mainly by the outlook for interest rates 
and by the success of individual com- 
panies in maintaining or increasing 
earnings and dividends. 

In general, the outlook for 1955 is 
positive, and the new year should offer 
many sound investment opportunities— 
provided the investor is alert enough to 
keep a firm footing in the cross-currents 
created by highly competitive business, 
government spending and fiscal policies, 
and the slower but nonetheless funda- 
mental economic changes resulting 
from scientific and technological ad- 
vances. 


S. L. SHOLLEY, 
President 


Massachusetts Investors Trust 
Boston 


As the year 1955 begins, the trend 
of our national eonomy appears to 
favor a continuance of improving 
conditions in line with the moderate 
but definite upsurge of business and 
industrial activity noticeable in the lat- 
ter part of 1954. 


There were soft spots in our econ- 
omy last year, and very probably there 
will be soft spots in 1955. Last year the 
automotive industry, a key factor in 
the economic picture, was somewhat 
stronger than anticipated and its own 
forecasters are predicting a better year 
for 1955. In the building industry the 
past year proved to be one of consid- 
erable activity and the outlook for the 


TRUSTS AND ESTATES 








let 


m- 


rend 
; to 
ving 
rate 
and 
. Jat- 


con- 
there 
r the 
x in 
what 
own 
year 
y the 
mnsid- 
r the 


rATES 











coming year seems to indicate no let- 
down in over-all construction. 


While the steel industry suffered a 
slump in 1954, there was a good re- 
covery by the year end. For 1955, 
economists of the steel companies indi- 
cate that operations, on average, should 
be higher, although they are cautious 
in asserting what the extent of the im- 
provement may be. 


Consumer buying held up last year 
a good deal better than many economic 
analysts had believed it would and a 
moderate 1955 improvement is regarded 
as likely. Of course, surplus income, 
or that part of an individual’s income 
over and above what is required for 
basic necessities, is the key to the level 
of consumer purchasing. This, in turn, 
depends mostly upon the level of gen- 
eral employment and, therefore, upon 
the tone and strength of commerce and 
industry as a whole. If business im- 
proves or holds its recent gains, people 
should continue to buy goods in quan- 
tity. 

One of the features worthy of note 
in the 1954 “recession” was the rela- 
tive stability of prices in general, and 
there would seem to be reasons to be- 
lieve that 1955 may witness the con- 
tinuation of a fairly stable general price 
level. 


Everybody knows that the stock 
market has had a year of pronounced 
strength with new highs registered in 
many fields and for many individual 
companies. What 1955 will bring in 
this regard is impossible to say, as 
many bolder prophets have learned in 


the past to their regret. It hardly needs: 


to be said that in the long run the 
market is tied to the general economy 
and that a strong economy should gen- 
erate a strong market. Yet it is also 
true that the market is historically sub- 
ject to psychological influences, and 
has been known to rise or fall for rela- 
tively short periods of time in ways 
which are astonishingly unrelated to 
the broader economic scene. 


Looking at the foregoing and other 
economic signs, the forecaster might be 
tempted to make relatively unqualified 
predictions for a prosperous year ahead. 
We cannot quite yield to that tempta- 
tion because of the many unknown 
quantities in the economic equation. 
The uncertainties of international poli- 
tics continue to hover over our econ- 
omy. In the domestic field the whims of 
consumer purchasing and the possibili- 
ties of a stock market reaction are fac- 
tors to be reckoned with as potentially 
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upsetting. While it cannot be stated 
that such let-downs are likely, they are 
possibilities which should not be over- 
looked and must not be unregarded by 
managers of investments. 


Dwicut P. Rosinson, Jr., 
Chairman 


Studley, Shupert & Co., Inc. 
Boston-Philadelphia 


Unlike the variable factors affecting 
security prices, trustee investment ob- 
jectives are easily defined as protection 
of capital, production of income, and 
capital growth. In administering an in- 
vestment fund, it becomes a matter of 
choosing among divergent elements to 
determine which of the desired ends 
shall be stressed. 


Investors whose primary concern is 
protection of capital have an excellent 
opportunity, under present favorable 
conditions, to up-grade their portfolios 
qualitywise and to minimize the poten- 
tial impact of firming interest rates on 
long-term bonds and preferred stocks 
by confining these media to an amount 
only great enough to satisfy minimum 
income needs. Moreover, in accounts 
where common stocks have appreciated 
to a point where they now represent 
an unreasonable percentage of total 
funds, a policy of capitalizing a portion 
of existing gains in short to medium 
term bonds would seem prudent. In 
accounts conservatively invested we 
would maintain reserve funds pending 
more favorable buying opportunities 
which can be expected to exist in the 
foreseeable future. 


For the investor whose objective is 
dependable income, 1955 should prove 
to be a year in which bond yields re- 
main reasonably constant, though pos- 
sibly somewhat higher, and stock divi- 
dends, reflecting a healthy business cli- 
mate, should increase moderately on 
the average. In short, trust quality se- 


curities, diversified intelligently, can be 
expected to produce income at present 
or slightly increased rates. 


Investors seeking capital growth will 
likely find it increasingly difficult to 
register gains at the rate witnessed 
this past year. After some fiftecn 
months of steady rise, with some stocks 
selling at thirty times current earnings 
to yield as little as 2%, with the Dow- 
Jones Industrial Average 120 points 
above its year earlier level to yield 
about 4.35% compared with 5.73%, 
we are of the opinion that the market 
is vulnerable. Although we expect no 
general collapse and recognize that the 
averages might well go even higher, we 
feel that 1955 may prove to be a year 
in which the patient investor will be 
rewarded for his foresight in retain- 
ing a stable buying reserve. 


Conservation of principal has come 
to be generally accepted, both legally 
and morally, as the primary responsi- 
bility of trustees with which production 
of income and capital growth should 
be carefully coordinated, but to which 
the latter are definitely subordinate. 
Looking forward to 1955, therefore, 
the first order of business is to be 
convinced that suitable securities pro- 
vide capital protection whatever the 
stock market may do, realizing that in- 
come will probably remain dependable 
while the prospect for capital growth 
is likely to be limited. 


HERBERT A. TRUCKSESS 


Selected American Shares, Inc. 
Chicago 
In our contribution to your sympo- 


sium for 1954, we find these. closing 
comments: 


“Once we relocate normal and find 
it’s pretty far removed from the ances- 
tral cellar, we’re apt to make up for 
considerable lost time in the stock 
market. That may not come in 1954, 
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but it will come soon enough to be 
worth a little patience.” 


Lost time was made up in 1954 with 
a persistence and to a degree which we 
had not anticipated for that particular 
year. The habit of caution gave way 
to a surprising growth in confidence 
based upon at least partial acceptance 
by investors of perhaps a dozen new, 
and mostly positive, concepts. Since 
there is a strong element of truth in 
most of these concepts, and since many 
of them may be persistent influences in 
1955 or later years, it may be well to 
set them down for reference and critical 
examination. 

So far as we can identify them, these 
new concepts are about as follows: 1 — 
Now that we are emerging from the 
third Postwar II business recession, it 
may be sensible to regard current earn- 
ings as something like the postwar 
“normal,” and therefore entitled to 
more adequate price appraisal. 2 — 
Since accounting practices have been 
very conservative, it may be proper to 
include in our evaluations some portion 
of the concealed values in replacement 
costs and cash flows. 3— As the rest 
of the free world appears to have re- 
gained economic strength, at some point 
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it may be worthwhile to reexamine 
values represented by foreign operations 
and foreign subsidiaries of American 
companies. 4— The American economy 
is one of dynamic long-term growth, 
based upon the recurring factors of 
increasing population, a political philo- 
sophy which encourages individual ini- 
tiative, and a revolutionary upsurge of 
organized research. 5— It is sensible 
for business leaders to base current de- 
cisions on economic probabilities as 
far ahead as 5, 10, even 20 years. 6 — 
The Defense Program, at a reduced 
level of something like $35 billion an- 
nually (vs about $1 billion prewar) 
may prove to be an unpleasant but ne- 
cessary and rather reliable source of 
demand in the economy for the rest 
of our lives. (Our greatest “new indus- 
try.”) 7—As a result of our military 
strength, the likeliest probability is that 
we shall have some years of “cold 
peace,” with no great destructive con- 
flict. 8 — Taxes have passed their worst, 
may decline again in 1955 or 1956. 
9 — Easy money is permanent national 
policy; tight money will never know- 
ingly be permitted to start or accelerate 
a downward employment trend. 10 — 
Perhaps it is true that it is unnecessary 
for us ever to have another great de- 
pression (so say many in both parties, 
and many economists and even some 
prominent business leaders.) 11— If 
we do not achieve full employment by 
natural means, the government is com- 
mitted to stimulative measures, even if 
inflationary. 12 — Institutional invest- 
ing is growing at a rate which may 
challenge the adequacy of the supply 
of investments. 


Whether or not these concepts are 
sound, many people have accepted sev- 
eral of them. 


1955 seems. likely to add to these 
new enthusiasms, in that business, earn- 
ings and dividends will probably rise. 
Yet the stock market has already 
broken all past records for consecutive 
months of continuous rise. It may meet 
some disappointments in the coming 
year from labor conflicts, or competi- 
tive pressures on profit margins, or 
from the moderateness of business im- 
provement, or from concrete applica- 
tions of the shift from “active ease” to 
mere “ease” in credit, or from inter- 
national events or domestic politics. A 
corrective reaction would certainly not 
be unexpected, and it could be sharp, 
but there are probably many who would 
welcome it as a buying opportunity. 


If they persist in their buying atti- 


tude when the reaction comes (or even 
now, with emphasis on selection) they 
will probably prove wise in the long 
run, for it is doubtful if all the new 
optimistic concepts are wrong, and 
equally doubtful if as yet they have 
been adequately appraised in _ the 
market. 


Such investment optimism as these 
remarks may encourage should be tem- 
pered by the conviction that wise 
choices for 1955 investment will con- 
tinue to emphasize stocks of well-man- 
aged, efficient companies capable of 
meeting near term competition and 
affording the definite prospect of long- 
term growth in reasonable relationship 
to present prices. 

Epwarp P. Rusty, 
President 


Axe-Houghton Funds 


New York 
It seems probable that the present 
business recovery has several more 


months to run. It is based on a record- 
breaking volume of residential con- 
struction and a sharp upturn in auto- 
mobile production. In the past, expan- 
sion in these two industries has often 
formed the basis for substantial ad 
vances in the general level of business 
activity. 

One might of course view the longer- 
range outlook with more confidence if 
the present spurt in business had been 
brought about by less in the way of 
artificial stimulation. The housing boom 
itself, at least in its most recent phase, 
seems to rest largely on easy money 
and more liberal mortgage terms. It 
seems to have taken an increase in de- 
fense orders to reverse the downward 
trend in unfilled orders in several other 
industries. Some of the remarkable in- 
crease in automobile production seems 
brought about by some individual pro- 
ducers’ hopes of obtaining a much 
larger share of the total business, with- 
out any actual assurance that that can 
be done. Some of it may be in antici- 
pation of labor difficulties next summer. 


But along with these seemingly tem- 
porary influences, there have been 
others of a more or less permanent na- 
ture. The merger movement among 
country banks for example is making 
it possible for the enlarged banks to 
handle mortgage financing on a scale 
that would have been impossible for the 
constituent banks to handle individu- 
ally. The danger that the completion of 
the recently released $5 billion in de 
fense orders will be followed by 4 
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renewed business recession is partly off- 
set by the probability that a high level 
of defense production will apparently 
be necessary for several years to come. 
If plant and equipment expenditures 
decline, the government has available 
plans for a huge road building pro- 
gram. There are rumors that this may 
be supplemented by the expenditure of 
even more fantastic sums for additional 
highway construction and other public 
works such as schools and hospitals. 


The rise in automobile production 
has probably been brought about less 
by artificial stimulants than the advance 
in residential construction and the in- 
crease in defense work, although easy 
money and favorable credit terms may 
have been a factor. It has been caused 
primarily by the availability of high 
public purchasing power for consumers’ 
durable goods, record-breaking adver- 
tising expenditures, and _ carefully- 
planned reductions in dealers’ invento- 
ries. 


Whether the recoveries in these key 
industries will be followed by corre- 
sponding recoveries in several indus- 
tries that have been relatively depressed 
is an important question bearing on the 
outlook for 1955. The textile industries 
have shown considerable recovery in 
volume, but the recovery still has some 
distance to go to reach the 1953 peak 
and a longer distance to go to reach 
the 1951 peak; and profit margins have 
shown comparatively little improvement. 


The machinery industry is handi- 
capped by high inventories and lag- 
ging demand. Recent tax law changes, 
however, permit more rapid deprecia- 
tion allowances; and along with these 
changes has come the development of 
long-term installment-purchase _ plans. 
This together with the continuing need 
for offsetting high wage rates by in- 
creased operating efficiency should tend 
to increase the demand for several types 
of machinery. 


Further recovery in the steel indus- 
try depends to some extent on a revival 
in the demand for railroad equipment 
and agricultural machinery. Railroad 
traffic and revenues lagged almost to 
the end of the 1954, but traffic- began 
to improve in December and there has 
been a moderate recovery in orders for 
freight cars and locomotives. -There 
has also been some improvement-in the 
agricultural machinery industry. 


Enough basic industries are showing 
recovery to make it seem probable that 
business activity will remain high dur- 
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ing the first six months of 1955 and 
possibly longer. 


Emerson W. AXE, 
President 


Distributors Group, Inc. 


New York 


All factors point to a new record 
gross national output of $370 billions 
by the end of 1955. With today’s econ- 
omy in the soundest balance in over 25 
years, the American people, during the 
next twelve months, should enjoy the 
highest standard of living in their his- 
tory. Moreover, for the first time in a 
generation our prosperity is synchro- 
nized with rising world prosperity. 


A generation ago, we were wildly dis- 
counting the future. Today, we are just 
catching up with the past. A sound bal- 
ance of supply and demand for goods, 
with money supply, has been estab- 
lished. Forward growth can now be re- 
sumed from a solid base of stable com- 
modity prices, lower inventories, higher 
sales, increases in new orders, and a 
rise in unfilled orders as opposed to 
the past quarter century’s dependence 
upon ‘leaf raking,’ war and defense 
demand, or an abnormal backlog of 
war-deferred civilian demand. 


Today’s sounder economic condition 
is clearly reflected in the stock market. 
The 1929 market of greatly over-valued 
stocks has been replaced by what can 
be confidently termed a market of fair- 
ly-valued stocks. As contrasted with 
1929, and utilizing the D.-J. industrial 
average, today one can buy 40% more 
earnings and dividends, and 85% more 


net corporate assets per dollar of 
market price than in 1929, 
More significant, however, is the 


fact that in contrast to the ‘fair price’ 
of the well-known Average stock, the 
average price of all stocks on the New 
York Stock Exchange is but 12% above 
the 1946 high, or the equivalent of 
about ‘240° on that Index! 


This overall ‘fair price’ position of 
today’s stocks is confidently recognized 
by investors because stock price momen- 
tum studies show that of the stocks 
which have been the best performers 
in this market, less than 5% have lost 
their forward momentum, whereas at 
a similar average level in 1929, three- 
fourths of the better performers had 
lost their market leadership. 


A strong economic foundation has 
been built for the resumption of sound 
progress; continuing sound monetary 
policy is all that is needed to assure it. 


If an (all-important) adequate money 
supply is provided by the Federal Re- 
serve and we continue to take advan- 
tage of the opportunities for growth 
which are so potently open to American 
industry, the $370 billion dollar gross 
national product indicated for the end 
of 1955 should be replaced by a figure 
of $550 billions by 1965. 


Correspondingly, next year’s estima- 
ted Dow Jones earnings of $31 per 
share and dividends of $19 per share 
should increase to around $48 and $30 
respectively by 1965. Obviously, despite 
the expected periodic reactions in stocks, 
and they will be severe at times, it is 
not improbable at all that the average 
stock will reach the ‘600’ level over the 
next decade. 


HaroLtp X. SCHREDER, 
Executive Vice President 


National Securities & Research Corp. 


New York 


Economic indicators currently sug- 
gest that the adjustment begun in the 
middle of 1953 has already run its 
course, and we look for a moderate 
recovery in the year ahead. Business 
activity as measured by Gross National 
Product is expected to rise to a new 
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all-time high in 1955, reflecting princi- 
pally an increase in personal consump- 
tion expenditures and the rebuilding 
of inventories. Increased spending by 
staté and local governments for high- 
ways, schools, hospitals, sewer and 
water systems and other public facili- 
ties should offset the indicated decline 
in Federal spending, and outlays for 
plant and equipment are expected to 
remain within range of recent high 
levels. New construction activity, one 
of the strongest features of the econ- 
omy today, seems headed for a new 
high 1955 record as the housing boom 
continues under the stimulus of easy 
credit terms. Aggregate business vol- 
ume under these conditions should ex- 
pand sufficiently to offset any narrow- 
ing of profit margins caused by keener 
competition, so that total corporate net 
earnings and dividends should rise mod- 
erately above the 1954 levels. 


Any brief summary of aggregate 
business activity tends to gloss over 
the turbulent cross-currents that go 
within the aggregates, in which some 
companies and industries run counter 
to the general trend, some lag behind 
it and others run ahead of it. Of crucial 
investment significance for 1955 is the 
prospect of increasing competition. 
One need only cite the recent experi- 
ence of the automotive industry to show 
how differently individual companies 
fare under the impact of competition. 
Except for housing, postwar backlogs 
of deferred demand have been filled 
for sometime now, while productive 
capacity keeps rising. In addition to 
this background for competition there 
is the added uncertainty caused by 
changes in consumption patterns. All of 
this underlines the need for careful 
selection of individual securities. 


The market for high grade bonds 
and preferred stocks will be conditioned 
by a series of factors which more or 
less offset each other, with perhaps a 
slight tendency toward intermediate 
price weakness and a consequent firm- 
ing of yields. This will be caused by 
increased demand for credit which 
normally accompanies an upturn in 
business, the rebuilding of inventories 
and a rising level of private and public 
construction activity. Borrowing by 
Federal, state and local governments 
will add to the demand for funds, as 
the Federal Government is expected to 
incur a deficit in both the 1955 and 
1956 fiscal years, and state and local 
governments will have to finance the 
public construction mentioned. 
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These pressures, however, are likely 
to be offset to a considerable extent by 
the continued large flow of savings seek- 
ing investment, as well as the action of 
the monetary authorities. Unless there 
is a stronger upsurge in the economy 
than we now anticipate, it seems likely 
that the Federal Reserve will continue 
its policy of active ease and the Treas- 
ury will refrain from competing vigor- 
ously with other long-term borrowers. 
For the year as a whole, therefore, the 
outlook is for a relatively stable bond 
market. 


After the rather long and spectacular 
rise in stock prices that began in Sep- 
tember 1953 it would be reasonable to 
expect some kind of reaction, particu- 
larly if many interim earnings reports 
in the months ahead show the adverse 
effects of intense competition. We doubt 
that any such correction will be drastic, 
however, and over the longer term the 
market should reflect the business ex- 
pansion now under way. 


No appraisal of the outlook for se- 
curities would be complete unless con- 
sideration is given to the improved 
prospects for economic stability and 
growth. There is a growing conviction 
among investors, which has already 
made itself felt in the market, that the 
traditional “boom and bust” cycle is 
a thing of the past. If by this they 
mean that the business cycle has been 
abolished completely, we must respect- 
fully disagree. We believe the business 
cycle must still be reckoned with, but 
its fluctuations will be contained with- 
in a narrower range, and serious de- 
pressions may be avoided in the future. 


Perhaps the most important recent 
development, however, is the change in 
the: capital expenditure policies of busi- 
ness. Until World War II, private capi- 
tal outlays were characterized by wide 
swings that tended to aggravate the 
business cycle. The current trend, how- 
ever, is for long-range expenditure pro- 
grams to continue even if production 
is in a temporary decline. 


Industrial research and efforts to de- 
velop new products and to improve 
manufacturing facilities are now re- 
garded as competitive necessities. The 
past five years alone have witnessed 
radical innovations in automobiles, 
housing, motion pictures and many 
other industries, as well as the creation 
of an entire new television industry. 
The development of atomic energy, to 
cite another example, is already creating 
new markets for many products, and 


-in the not too distant future it prom- 


ises to revolutionize entire industries. 
The great financial strength built into 
corporations since the war and the more 
liberal depreciation provisions of the 
1954 tax law should encourage plant 
and equipment spending in the year 
ahead. 

Our staff estimates for 1954 and 
1955 follow: 


1954* 1955 
Billions 
Gross National Product. $356.0 $369.0 
National Income _ 300.0 306.0 
Personal Income 286.0 292.0 
Disposable Income 253.0 259.0 
Consumption Expend- 
itures ae) 233.4 239.0 
Corporate Earnings _... 17.5 18.5 
Corporate Dividends __ 9.7 10.2 
% raid Oat... 55.4% 55.1% 


*Partially estimated. 


Henry J. Stmonson, Jr., 
President 


Delaware Fund, Inc. 
Philadelphia 


1953 closed amid a fog of unsettling 
figures and forecasts about business. 
Although the stock market had staged 
a rather convincing recovery from the 
lows of three months earlier, its opti- 
mism was not borne out in any busi- 
ness statistics visible at the time—with 
the exception, possibly, of the strong 
trend toward an easier money market. 





The stock market proved to have 
been anticipating, by seven or eight 
months, the turn of the ebbing business 
tide. With little or no hesitation, it 
advanced throughout the year, making 
1954 as memorable a year for investors 
as any in our recent history. 


This disregard of the gloomy busi- 
ness picture was eventually justified by 
a strong business revival, but for the 
first five months of the year, at least, 
the stock market and business moved 
resolutely in opposite directions. 


The contrast of this year-end to the 
preceding one is striking. The majority 
of business statistics have risen strongly 
from the low tide of May and June, 
and optimistic forecasts as to steel 
production, automobile output, con- 
sumer purchases, housing starts, and 
even industrial capital construction, are 
the rule. 


The stock market, however, has not, 
at this writing at least, shown its previ- 
ous perversity, and gone downward in 
the face of this accumulation of good 
news. 


Will it do so during 1955? That is 
the major question facing those re- 
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sponsible for investments in any secur- 
ities, especially common stocks. 


Trees don’t grow to the sky, and this 
particular tree is (by some scales) the 
tallest in the forest of history. It is 
only reasonable to expect that its vig- 
orous growth of the past two months 
can’t continue much longer. It is also 
reasonable to suppose that a more sober 
appraisal of the year’s outlook for 
earnings and dividends will, before 
very long, govern the level of stock 
prices. 

On the other hand, this reasoning 
does not, in my opinion, presage the 
imminent end of the rising phase of 
the market, nor a serious deflation of 
prices such as 1921, 1929 or 1937. 


The past year has proven that most 
leading corporations can earn pretty 
fair money, relative to present prices 
of their securities, at a lower level of 
business than we see today, or are likely 
to see in the immediate future. It has 
also demonstrated forcibly the fact that 
the fortunes of any Federal Admini- 
stration are so closely lashed to the 
state of business and employment that 
self-preservation alone will force the 
use of the powerful weapons for stim- 
ulating business which have been given 
to Government in the past twenty years. 
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Indeed, two major items of that 
arsenal are already out of the sheath, 
and undoubtedly account for a consid- 
erable share of the optimism being ex- 
pressed by business and Government 
forecasters. The first is the probable 
reversal of the downtrend of defense 
spending; the second is the President’s 
program for road-building and im- 
provement. 


Secretary Wilson states that we will 
be about “dragging bottom” on de- 
fense expenditures this coming year, 
implying that any change thereafter 
will be upward. Since the decline in 
defense orders, particularly for capital 
expenses in connection with defense 
contracts, was a strong contributor to 
last year’s decline, it is an optimistic 
note to see the decline being arrested. 

The second is, as yet, of more psy- 
chological than concrete value, but is 
important in either sense. Even without 
the promise of Government assistance 
the need for new highways is so acute, 
and the public’s willingness to pay for 
them so obvious, that the volume of 
toll-road construction has risen to a 
record extent. The toll-road “industry,” 
if it can be called that, promises to 
rival the other great post-war indus- 
tries that have done so much to sup- 
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of Chicago. 


Come to the Midwest for 
Corporate Trust Work 


Our experienced Corporate Trust Department— 
with complete facilities in centrally located 
Chicago—acts as Registrar or Stock Transfer 


Agent for many of America’s leading corporations. 


Whatever the scope of such transactions, rely 
on the City National Bank and Trust Company 


port the current prosperity — natural 
gas lines, television, atomic energy 
construction, diesel engines. 


This combination of promising fac- 
tors—set against the already high level 
of stock prices—will almost surely 
make for continual cross currents in 
stock prices—what the market analyst 
likes to call “selectivity.” 


Against this background, we see 
common stocks at the top of a long 
and almost uninterrupted rise. Intrin- 
sically, it can be proved that their yields 
on the average are still attractive in 
comparison with other investment me- 
dia, but some of the validity of this 
comparison rests on a very low ‘evel 
of interest rates, which may not be 
permanent. It also depends upon the 
outlook for maintenance of dividends 
on stocks, which outlook, though good 
at present, is certainly not immune to 
change. 


We have arrived at the present level 
of prices, first, through the operation 
of a sound investment demand (which 
is still operative), and second, through 
the assistance of an increasing degree 
of speculation. The most hopeful course 
would be for the speculation to subside, 
to the accompanyment of a sideways 
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or downward -drift of prices in the 
most active stocks. It has not yet 
reached a stage where a drastic purge 
is the only remedy. 


But it can reach that stage, with a 
further indeterminate degree of verti- 
cal rise. There were no danger signs 
flying a year ago. Today they are up, 
though they do not yet amount to hur- 
ricane warnings. 


D. MoreEAU BARRINGER 


The Wellington Co. 
Philadelphia 


1954 turned out to be a surprisingly 
good year for business in spite of the 
drag of inventory liquidation by manu- 
facturers and retailers and less spend- 
ing for defense. The record level of 
building was a sustaining force and 
helped to offset the decline in defense 
spending. The Government’s steps to 
reduce taxes and provide ample credit 
stimulated consumer and __ business 
spending and public works. A pickup 
in production started in the fall, sparked 
by a sharp rise in auto and steel output. 
This rise gained momentum as it spread 
to other industries and lifted business 
activity at the year-end well above the 
level at the start of the year. 


This resurgance should continue at 
least through the first half of 1955. It 
is believed that inventory liquidation, 
which continued through most of 1954, 
was pretty well completed by the end 
of 1954. With employment at a good 
level, consumer income should hold up 
fairly well. There is now ample pro- 


duction capacity and a plentiful supply 
of most raw materials available, which 
would indicate generally stable prices 
for consumer goods. Competition should 
keep prices. from rising and in some 
cases force some concessions. While 
people were conservative in their spend- 
ing during the first half of last year, 
they seem more inclined to spend now 
because of the improving outlook for 
business, good level of employment, 
and stable retail prices. With consum- 
ers more optimistic, spending for both 
durable and nondurable goods and 
services should be slightly better in the 
first half of 1955 than in the same 
period last year. 


A plentiful supply of housing funds 
seems assured in 1955, which indicates 
that the high level of housing starts in 
1954 should continue through 1955. 
This should have a stimulating effect on 
appliance sales and household furnish- 
ings. Public and commercial construc- 
tion is also scheduled for an increase 


in 1955. 


The decline in federal spending 
seems to have come to a halt. The pros- 
pects for higher state and local ex- 
penditures this year should more than 
offset any decline in industrial plant 
and equipment expenditures, which is 
the major area where construction ac- 
tivity may be lower in 1955. 


While business should improve some- 
what over 1954, it is believed the Fed- 
eral Reserve and the Treasury authori- 
ties probably will prevent any substan- 
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tial increase in interest rates until the 
upturn in business continues for some 
time and unemployment is further re- 
duced. The ending of inventory liquid- 
ation, the probable rise in real estate 
loans, and the further stepup in the 
schedule for corporate tax payments 
should moderately increase the demand 
for credit. In general, a somewhat 
firmer tone is expected in the money 
market than prevailed in 19F* 


In summary, we may expect a mod- 
erate improvement in business next 
year, with a somewhat higher level of 
industrial production, construction, per- 
sonal consumption expenditures, and 
retail sales. Total Government spend- 
ing should also be higher on balance 
with state and local outlays up and 
federal spending possibly lower. Farm 
income is a weak spot in the economy 
with the outlook for some further de- 
cline. On the whole, we look for a 
moderate but general improvement in 
business activity continuing through 
most of next year. However, the im- 
provement in business for the first half 
of 1955 is more certain than for the 
latter half and a later reappraisal may 
be necessary as the current high out- 
put of some consumer goods may be 
in excess of present needs. 


Common stock prices had been ris- 
ing steadily for about fifteen months 
by the end of 1954. This rise was 
accelerated after the election when it 
appeared that no radical change in 
Government policies would occur and 
that the business picture was improv- 
ing. Although most industrial stock 
averages have exceeded previous peaks, 
we should remember that most sectors 
of the economy are at or near their 
all-time record levels. Until 1954, stock 
prices had not fully reflected the growth 
and inflation in our economy so that 
the 1954 rise was primarily a more 
optimistic reappraisal of stock values, 
putting them more in line with their 
historical relation to earnings and divi- 
dends. Now that the prices of most 
representative stocks are more nearly 
in line with their historical values, they 
may be more sensitive to changes in 
investor psychology and to political and 
business conditions than they have been 
in recent years. We believe that careful 
selection and proper diversification of 
securities is very important to meet the 
highly competitive business conditions 


expected in 1955. 


Rawson Luioyp, 
Vice President 
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Statement of Condition 


DECEMBER 31, 1954 


RESOURCES 


Cash and Due from Banks..............-$ 622,158,650.39 
United States Government Obligations... 1,247,587,764.68 





Other Bonds and Securities.............- | 147;789,170.16 
Loans and Discounts.........eeecceeeess  688,374,766.07 
Stock in Federal Reserve Bank........... 6,000,000.00 
Customers’ Liability on Acceptances..... 1,139,147.41 
Income Accrued but Not Collected...... 8,493,649.69 
ere 8,100,000.00 

$2,729,643,148.40 








LIABILITIES 


TRIN. «5 on. 0000000 500060,0000005 000m 





Cs 4 4s cainnndeedcce cumin 1,139,147.41 
Reserve for Taxes, Interest, and Expenses. 15,628,596.87 
Reserve for Contingencies.........seeee0. 18,102,452,93 
Income Collected but Not Earned........ 737,387.00 
Capital Stock (2,250,000 shares. Par value $334) eeeeeees 75,000,000.00 
IB i vo a dscacnscdeccessccescscccsien - TE 
Vyeieiied PHO. 6 ococo00scsnecdeccees 17,060,309.47 

$2,729,643,148.40 








United States Government obligations carried at $247,378,007.09 
are pledged to secure public and trust deposits and for other 
purposes as required or permitted by law 


LA SALLE, JACKSON, CLARK AND QUINCY STREETS 
LOCK BOX H, CHICAGO 90, ILLINOIS 


Member Federal Deposit Insurance Corporation 
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(a)—-U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. 





(b)--U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. 


(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


Jan. 2, 1946. 


(f)—Dollars per share. 





(e)-—125 Industrials Averages date from Jan. 1, 1929. 


YIELDS OF YIELDS oF PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
F 1.25 ' - 2.60 "260 5130 peice | ( 
: IN PERCENT ‘ IN PERCENT ; PRICES AND DIVIDENDS 
($ PER SHARE ) 
Laeo 4» 3 YBARS L120 
F 2.80 - 
5 YEARS 110 
L 1.75 ke: 
3.00- 
+ 100 PRICES 
3.207 
Li YIELD 
% 
\ j 3.404 ‘?i 
x ° ! Pa 
ttn Co Ve | 
y ow: g L ; 
+ oom pe -- 3.60 \\, i 3.60 ait 
s ° ? | ° . : 
E | WAS i .4 YIELDS |." 
A \" yy ! \ a fe \ a 
\ \ ry { \ lan F™, oe 
10 YEARS i ! + 3.80 1 / ~Bac 3.80 - ee es 
AV as Vw . . 
°o ° 
[3 y eed 
| 305 4S,0F 6/15/83-78 - 4.00 4.00- rine, 
y DIVIDENDS 
F 9/15/72-67 
2/2 S,0F 9/15/72-6 = (10 SCALE) 
1952 | 1953 | 1954 1952 | 1953 | 1954 | i965 - 1952 l 1953 l 1954 | 1955 - 
Dec. Nov. Dec. 
1954 1954 1953 1954 1951-53 1946-50 1941-45 1931-40 1919-1980 
—— End of Month —— Range for Period—— 
1. U.S. Government Yields _.....__. wil 
3-Year Taxable Treas. 1.79 1.73 1.96 1.98-1.35 2.80-1.68  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. 2.13 2.07 2.16 2.16-1.75 $.00-1.76  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. 2.51 2.49 2.41 2.51-2.33 3.16-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Ys, 9/15/72-67 —_. 2.58 2.56 2.71 2.71-2.42 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/15/67 —.....___.__. % 2.58 2.56 2.71 2.72-2.43 $.31-2.44 2.48-2.08 2.50-2.37 (a) (a} (a) 
8%s, 1988-78 _... 2.66 2.69 2.91 2.91-2.56 (b) (b) (b) (b) (b) 
2. Corporate Bond Yields — 
Aaa Rated Long Term —_.._.___ . % 2.91 2.89 3.12 3.11-2.85 3.44-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ———....___... % 3.05 3.04 3.27 3.27-2.99 $.52-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A eee hone Term 0 3.15 3.13 3.39 3.39-3.12 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term __.___.._.___.___._ 3.45 3.45 3.74 3.74-3.44 3.90-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax-Exempt Bond Yields —_....... 
Aaa Rated Long Term ~~. 2.04 1.96 2.19 2.21-1.90 2.73-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (b) (ec) 
Aa Rated Long Term —__....._. ss 2.15 2.05 2.32 2.32-2.00 2.96-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (c) 
A Rated ions Term. ——._.............. y 2.53 2.40 2.84 2.83-2.37 3.34-1.72 2.64-1.28 2.49-1.49 3.29-2.11(b) (ce) 
Baa Rated Long Term 3.02 2.90 3.32 3.32-2.90 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (b) (c) 
4. Preferred Stock Yields —........... 
Industrials—High Dividend Series 
TT IE coin teniceecccagntnemasinne 3.84 3.85 4.00 3.94-3.84 4.24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medim Grade ______________... 4.54 4.53 5.18 4.96-4.53 5.28-4.68 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Divended Series 
CS a eran a =. 3.65 3.65 3.84 3.82-3.65 4.02-8.45  3.92-8.27(d) (d) (d) (d) 
Mamet Gude % 4.10 4.11 4.28 4.27-4.05 4.89-8.80  4.20-3.52(d) (d) (d) (d) 
Utilities—Low Dividend 
EES EE ee 3.90 3.86 4.15 4.14-3.85 4.45-3.77 4.24-3.40(d) (d) (d) (d) 
Medium Grade .........-...-... 1 4.21 4.20 4.53 4.51-4.17 4.87-4.19  4.65-3.69(d) (d) (d) (d) 
5. Common Stocks 
125 Industrials—Prices (f) —-........ $115.64. 110.13 77,06 115.64-77.81 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78,06-34.81 (e) 
125 Industrials—Dividends (f) $ 4.73 4.72 4.27 4.73- 4.27 4.55-4.138  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) 
125 Industrials—Yields —.....__.___. 4.09 4.29 5.54 5.49- 4.09 6.84-5.14 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (e) 


(d)—Low Dividend Preferred Yield Averages in this series date from 
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Worps TO THE WISE 


After two decades of chronic under- 
valuation, stocks are beginning to sell 
at something like what they are worth. 
Present indications are that, before the 
present cycle tops out, shares will sell 
for more than they are worth. At some 
point, perhaps in 1955 but more likely 
in 1956, it may pay long-term investors 
to accept the punishment of the capital 
gains tax and switch back to bonds or 
cash. Americans have a habit of over- 
doing things. 


For a generation and a half, common 
stocks have been the things I have 
touched, tasted and handled. I am prej- 
udiced in their favor. I recognize, how- 
ever, that human perversities lead even 
conservative people to do: foolish things 
with them. Indeed, I sometimes think 
the so-called “institutional” investor is 
the one who commits the worst sins 
against equities. Stocks often look best 
to him when they are fundamentally 
high, and worst to him when they are 
essentially cheap. That is because con- 
servative people dearly love to buy 
prosperity and sell adversity. The fel- 
low who does the opposite is supposed 
to be a speculator. I wonder. 


Those of us’ who are on the firing 
line in a great bull market often had 
rather be right for the short-term, or 
for the medium term, than be prudent 
for the long-term. We like to see results, 
and our readers and clients expect re- 
sults. Too often we are judged by 
Whether a recommended stock moves 
immediately. or stands relatively still. 
We become prisoners of our environ- 
ment. We, unconsciously I hope, do 
what our clients want us to do rather 
than what we ought to do. We may be 
tempied to sacrifice long-term prudence 
to short-term popularity. There is no 
excuse for the institutional advisor to 


§ cmulate our unfortunate example. Yet, 


the institutional investor (perhaps deal- 
Ing in a higher grade of equity) is 
subject to the same _ temptations. 
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Strangely enough, the institutional in- 
vestment advisor is less critical of us 
in times like this, and in times like the 
hectic days ahead, than he is of us 
when the real risk element is much less 
pronounced. 


It always amazes me to find con- 
servative people willing to buy copper 
shares with the metal at 35 cents a 
pound. The same people usually look 
askance at “mining shares” when the 
metal is 15 cents or 20 cents. Steel 
shares seem to look better to conserva- 
tive people when operations are at 
95% of capacity than when the mills 
are working at 50% or less. A growth 
stock which looked high at 12 times 
earnings seems like a bargain at 25 
times earnings. For some strange rea- 
son, a stock which looked speculative 
when offering a dividend return of 7% 
or 8% looks like a prudent commit- 
ment when the price rises to a 444% 
or a 5% basis. I do not mention indi- 
vidual issues, but many will think of 
specific instances. 


This is a time for the institutional 
investor to insist on values rather than 
promises, to be more prudent and less 
speculative. In common stock invest- 
ments, worship of price is the begin- 
ning of sorrows—and as a big bull 
market goes on everyone is enticed to 
worship price more and revere values 
less. 


In my work I am impressed with the 
vogue in “growth” stocks; and I am 
worried about it. It is sure to be over- 
done eventually, because success breeds 
success until success becomes over-bred. 


All this may seem premature. Prob- 
ably it is. The time to avoid mistakes, 
however, is before they are made. 


L. O. Hooper 
W. E. HUTTON & CO. 


Exvectric Utmities Futty Pricep? 


During 1954, the electric industry 
celebrated its Diamond Jubilee and 
chalked up another round of record 
sales measured by kilowatt hours and 
revenues. According to the Edison Elec- 
tric Institute the industry added its 
50,000,000th customer in January and 
the 5,000,000th farm consumer a few 
weeks later. During the year 11,500,000 
kilowatts of new capability was added 
to industry plant compared with a 
previous high of 10,000,000 kilowatts 
added in 1953. This total of generating 
capacity exceeded all installations made 
during the whole of the 10 years pre- 
ceding World War II, and brought 


of these increased 


total installed generating capacity of 
the industry to approximately 107,000.- 
000 kilowatts at the year end. 


Construction expenditures in the last 
year slipped to $2,800,000,000 from 
1953’s $2,876,000,000. The budget for 
1955 calls for another $2,800,000,000, 
with construction expected to exceed 
last year’s record breaking level. Esti- 
mates for the industry show that about 
13,000,000 k.w. of generating capacity 
will be added in 1955, of which 8,000.- 
000 is planned by the investor-owned 
utilities. This would mean that installed 
capacity at the end of 1955 would be 
about 120,000,000 kilowatts compared 
with about 50,000,000 at the end of 
World War II. As population growth 
has been projected at 200 million by 
1975, it is possible that utility plant 
will have to be more than doubled by 
that time as it seems reasonable to ex- 
pect that not only will the use of elec- 
tric power keep pace with national 
growth but will continue to expand at 
a more rapid rate. 


At the beginning of the year many 
observers were skeptical about the rate 
of growth and use of electricity for in- 
dustrial purposes during 1954. Al- 
though some areas did have a brief 
recession in industrial sales, it is in- 
teresting to note that residential and 
commercial sales more than picked up 
the slack and as a result total opera- 
ting revenues were greater than in any 
post-war year. A case in point is West 
Penn Electric Co., which operates in 
a highly industrialized area, where for 
the 12 months ended November 30, 
1954, industrial revenues declined 
from $49 million to $46 million, but 
residential revenues increased from 
$40,500,000 to $43,800,000, and com- 
mercial sales were up over a million 
dollars. As a result the balance brought 
down for the common stock increased 
by over $1,200,000. Another utility in 
a strong growth area could be cited, 
Pacific Gas & Electric, which added 
approximately 225,000 customers dur- 
ing 1954. Although about half of this 
increase in customers came from the 
merger with Coast Counties Gas & 
Electric, this company has nevertheless 
reported larger operating revenues 
than in any year in its history and has 
been able to bring a substantial portion 
revenues down to 
the balance for common stock. 


Demand for electric utility service 
continues at high levels in nearly all 
parts of the country. Seldom a day 
passes that one utility or another does 
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not announce an enlarged construction 
program, with dilution from new stock 
offerings in prospect as new construc- 
tion programs proceed. As 1954 opera- 
ting revenues increased and the balance 
for common stock expanded, much more 
liberal dividend disbursements occurred 
in many instances. The outlook for 1955 
for the entire industry is at present 
promising and increased sales and pro- 


fits appear likely. 


As measured by the Dow-Jones utility 
average, utility stocks are now at their 
highest levels since 1931. Since 1949 
this average has advanced about 90%, 
and with equities selling at 14.5 to 18 
times current earnings, electric power 
stocks yielding 3.5% to 4.5% can no 
longer be considered cheap. Even 
though the trend of common share 
earnings points toward further improve- 
ment in 1955, with a number of divi- 
dend increases imminent, this improve- 
ment appears to be discounted in many 
cases. The average yield and price times 
earnings ratio for the industry for the 
years 1950-1954 follow: 


’ % Average Price Earnings 


Year 


Yield Ratio 
ara 6.0 EE 
1951 6.1 11.9 
as 5.6 13.7 
Ss 5.4 13.9 
|. ars 5.0 15.0 


Cart C. ADsIT 
HARRIS, UPHAM & COMPANY 


INSTITUTIONAL HoLpINGs 
oF Rai Stocks 


Based on figures contained in the 
“Monthly Stock Digest,” Union Pacific 
and Santa Fe continue to be the most 
popular rail common stocks with insti- 
tutional investors, though this is hardly 
surprising. While the compilation is 
far from complete, it is possible to 
make some comparisons with the rela- 
tive popularity of leading industrials. 
As against the 176 insurance companies, 
investment trusts and other institutional 
investors listed as holding Union Pa- 
cific and 154 holding Santa Fe, com- 
parable figures are Standard Oil of New 
Jersey, 510; General Electric, 417; du- 
Pont, 394, and General Motors, 359. 
The number of institutions holding 
Santa Fe, it is interesting to note, 
showed an increase of 7 as against a 


year ealier, while Union Pacific showed © 


a gain of only 1. 


The most significant change in rail 
commitments is in the number holding 
Seaboard, with the latest figures dis- 
closing that this stock is in 57 port- 
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folios compared with 48 about a year 
earlier. Others showing significant in- 
creases are Rock Island and Nickel 
Plate. The most notable reductions in 
institutional holdings developed in 
Pennsylvania, down from 65 to 57, and 
in Norfolk & Western, down from 94 to 
86. An interesting sidelight is that C&O, 
with 111 holders is considerably more 
popular than Norfolk & Western, though 
the latter is generally considered more 
conservative. 





Number of 
Institutional Holders 

Year 

Recent Ago 

Aseh. Top. @ §: fF. 154 147 
Att; @oast Time 25 34 32 
B.&O. ae 8 10 
Se ee cee 111 109 
65 CaS ae i 5 5 
Chi. & N.W. _. 4 S 
Se Sy | 44 40 
VS) S| ae oe 2 3 
en. Ge a. We . 9 
Del @ Tiudson 7 9 
| Se cae ee 12 14 
CD, | er. 90 
Gait Mob: & ©. 9 10 
Diimois Central _..... ... 39 41 
neues Cig oO, CE 20 
Lehigh Valley —_._____ 5 3 
Bt ts ee | ISD 58 
LO SC a re 4 3 
Ninn. St: Po & S. S. M. 2 3 
Nash. Chat. & St. b. . 4 4 
Ice Clomtee? 9 13 
Pe es Gam. eb i, 34 31 
Se SS 2 4 
Norfolk & Western —.. 86 94 
Northern Pacific —.......... 42 45 
Ns 57 65 
Patt. ‘@ take Exie 14 15 
Path, oe Ws VO 1 1 
IIe a 1 1 
St. Louis-San Fran. __... 10 12 
Seaboard Air Line 57 48 
Sea ee ee . 86 88 
Soumnem hy. CS 30 
esas a fac. Ry, 3 7 
Union Pacthe ... 176 175 
WOOO 12 
a | a 2 1 
Wester Pac, oC pi 


ARTHUR JANSEN 
W. E. BURNET & CO. 


Rar LEADERSHIP 


A great number of financial advisors 
have been against the rails. This is 
fortunate for the more astute. It has 
created lack of demand and hence low 
prices. There is now an awakening. 
While industrial companies have been 
increasing bonded indebtedness, rail- 
roads have been reducing fixed charges 
and cutting overhead. The rails have 
weathered in 1954 one of the worst 
traffic slumps in years. Anticipated 
traffic improvement for 1955 finds most 
railroads in a position to make substan- 
tial gains over 1954. 


We have seen what the industrial av- 
erage has done in relation to its 1929 
high. Let us now bear in mind that the 
rail highs in 1929 were 189.11 for the 
close and 190.50 for the intra-day high. 
Such a goal is not impossible in this bull 
market, although it certainly cannot 
be reached soon. Rail leadership in a 
bull market is the best leadership. 


Watpo M. ALLEN 
MITCHELL HUTCHINS & CO. 


A A A 


Investment 
Symposium 
(Continued from page 38) 


With the above suppositions cover- 
ing our investment policy, we would 
invest a new fully discretionary trust 
where circumstances surrounding the 
trust would not dictate otherwise, as 
follows: 


40% in bonds: 


Because of the 10 mills personal 
property tax to which most of our 
accounts are subject, the field of cor- 
porate bonds is extremely limited. Ac- 
cordingly, a substantial proportion of 
this money would have to be placed in 
government bonds and in tax exempts 
if the tax bracket justifies. In any event 
we would probably want about 10% 
of the total in short-term governments 
as a source of cash for attractive in- 
vestment opportunities. 


20% in preferred stocks: 


During this period we are emphasiz- 
ing the purchase of sinking fund and 
convertible preferreds although the lat- 
ter classification has risen in price re- 
cently to a point where most new pur- 
chases are in non-convertible sinking 
fund issues. While we do not particu- 
larly like preferred stocks as an invest- 
ment medium, the corporate bond field 
is largely closed to our bank’s accounts. 
Moreover, the decline in common stock 
yields has made preferreds appear rela- 
tively more attractive. 


40% in common stocks: 


We are attempting to be extremely 
selective in our choice and, where in- 
come needs permit, are emphasizing 
those companies with demonstrably 
capable management, good growth pos- 
sibilities and those with an interest in 
natural resources. In most cases, of 
course, income requirements make ne- 
cessary the purchase of at least some of 
the stable income issues such as banks, 
foods and utilities. 
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DIRECTORS 


BARNEY BALABAN 
President, Paramount 
Pictures Corporation 


EDWIN J. BEINECKE 
Chairman, The Sperry & Hutchinson Co. 


CLINTON R. BLACK, JR. 
President, C. R. Black, Jr. Corporation 


ALVIN G. BRUSH 


Chairman, American Home 
Products Corporation 


LOU R. CRANDALL 
President, George A. Fuller Company 


CHARLES A. DANA 
Chairman, Dana Corporation 


HORACE C. FLANIGAN 
President 


JOHN M. FRANKLIN 


President, United States 
Lines Company 


JOHN GEMMELL, JR. 
Clyde Estates 


PAOLINO GERLI 
President, Gerli & Co., Inc. 


JOHN L. JOHNSTON 
Director, Phillips Petroleum Company 


OSWALD L. JOHNSTON 
Simpson Thacher & Bartlett 


KENNETH F. MacLELLAN 


President, United Biscuit Company 
of America 


JOHN T. MADDEN 


President, Emigrant Industrial 
Savings Bank 


JOHN P. MAGUIRE 
President, John P. Maguire & 


o., Inc. 


GEORGE V. McLAUGHLIN 


Vice Chairman 
Triborough Bridge and Tunnel Authority 


C. R. PALMER 
Director, Cluett Peabody & Co., Inc. 


GEORGE J. PATTERSON 


President, Scranton & Lehigh 
Coal Co. 


WILLIAM G. RABE 
Chairman, Trust Committee 


HAROLD C. RICHARD 
New York City 


HAROLD V. SMITH 


Chairman, Home Insurance Co. 


L. A. VAN BOMEL 


Chairman, National Dairy 
Products Corporation 


HENRY C. VON ELM 
Honorary Chairman 


GEORGE G. WALKER 


President 
Electric Bond and Share Co. 








MANUFACTURERS 
TRUST COMPANY 





Condensed Statement of Condition 


December 31, 1954 





MORE THAN 100 OFFICES 





RESOURCES 


Cash and Due from Banks . . . $ 883,150,007.49 
U. S. Government Securities . ; 985,651,522.72 
U. S. Government Insured F. H. A. 





I scene erase. we 83,600,091.08 
State, Municipal and Public Securities 169,413,998.71 
Stock of Federal Reserve Bank . . 4,511,700.00 
Other Securities . . ..... 41,048,465.89 
Loans, Bills Purchased and Bankers’ 

eee 830,056,311.02 
ne 17,097,825.66 
Banking Houses . . .... . 16,328,171.66 
Customers’ Liability for Acceptances 14,593,093.23 
Accrued Interest and Other Resources 7,227,087.01 

$3,052,678,274.47 


LIABILITIES 


Capital (2,519,500 

shares—$20. par) $ 50,390,000.00 

Surplus .. . 100,000,000.00 

Undivided Profits . 38,823,757.44 $ 189,213,757.44 


Reserves for Taxes, 

Unearned Discount, Interest, etc. . 
Dividend Payable January 15, 1955 
Outstanding Acceptances . . . 
Liability as Endorser on Acceptances 

and Foreign Bills . . . .. . 
Other Liabilities . . . .... 
a ae ee ae ae a a oe ee 





23,173,063.97 
2,015,600.00 
15,348,211.02 


19,795,965.56 
1,271,865.43 
2,801,859,811.05 


$3,052,678,274.47 





United States Government and Other Securities carried at $127,486,098.60 are pledged to 
secure public funds and trust deposits and for other purposes as required or permitted by law. 


Head Office: 55 Broad Street, New York City 


Member Federal Deposit Insurance Corporation 


IN GREATER NEW YORK 
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PENSION and 


PROFIT SHARING 


DIGEST 


SAMUEL 


Definite Formula Loses Another 
Battle 


fing INTERNAL REVENUE’S VIEW THAT 
a qualified profit-sharing plan re- 
quires a definite predetermined formula 
fixing that part of profits to be shared 
and which must be adhered to, has re- 
ceived a serious set-back in McClintock- 
Trunkey Co. v. Comm. CA-9, December 
7, 1954. 


The taxpayer adopted a profit-shar- 
ing plan providing for contributions of 
5% of net profits, but not more than 
15% of the total compensation of the 
participants. The plan further provided 
that “Nothing herein contained shall 
prevent the. Company from (1) amend- 
ing the above formula for contributions 
*** or (2) terminating the Plan and 
discontinuing the making of further 
contributions *** provided that such 
discontinuance shall not have the effect 
of vesting any interest in the Company 
***” The taxpayer contributed to the 
profit-sharing plan in excess of 5% of 
its net profits in each of two years. 
The Commissioner allowed the contri- 
butions as deductions insofar as they 
did not exceed 5% of net profits, but 
disallowed the excess. 


In its ruling on this case in 19 T.C. 
297, the Tax Court approved the Com- 
missioner’s determination, saying “In 
Produce Reporter Company, 18 T.C. 
69, we held that it was unnecessary 
under the statute for a trust to include 
a ‘definite predetermined formula’ for 
the measurement of the contributions, 
in order for a trust to be exempt under 
Section 165(a). That, of course, is not 
the present question. Whether or not 
the trust here involved was required 
to have a definite formula, it had one; 
and that is the formula which was ex- 
ceeded by the payments in controversy.” 


In reversing the decision of the Tax 
Court the Ninth Circuit observed “the 
plan itself permitted the petitioner to 
amend the formula for measurement of 
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N. AIN 


contributions at any time in its sole 
discretion. The reserved right was as 
much a part of the plan as any other 
of its provisions. The resolutions of 
petitioner’s board fixing and directing 
contributions for the years in question 
were an appropriate if informal exer- 
cise of the power to amend, notwith- 
standing the word ‘amend’ was not used 
in the resolutions.” 


It. thus appears that, in the Ninth 
Circuit at least, the customary provision 
permitting the employer to amend the 
plan carries with it the right to vary 
the contribution. 


Welfare Fund Investments Draw 
Attention 


HE RECENT INVESTMENT OF ABOUT 

$1 million in the stock of Mont- 
gomery Ward & Co. by two of the 
health and welfare funds of the Inter- 
national Brotherhood of Teamsters, 
A.F.L. has drawn considerable atten- 
tion. The funds involved are those of 
the Michigan conference of Teamsters 
and the Automobile Transport Drivers. 
The investment represents a purchase 
of about 1/5 of 1% of the voting shares 
of Ward’s common stock and comes at 
a time when a struggle for control of 
the Company is taking shape between 
the supporters of Sewell Avery, Ward’s 
present chairman, and those of Louis 
E. Wolfson. At the same time the Team- 
sters are engaged in a drive to organize 
the Ward warehouse employees. 


Both of these considerations lend 
some doubt as to whether the purchases 
were made simply because the trustees 
of the two funds regarded the Ward 
stock as a good investment. It may well 


_be that the trustees representing the 


Union were motivated, at least in part, 
by a desire to place themselves in the 
middle of the struggle with the hope 
that some bargaining advantage might 
perhaps be gained for the Union in ex- 
change for the votes controlled by the 
funds. One wonders what the position 


of the employer trustees was with re- 
spect to these investments; whether they 
regarded them purely as good invest- 
ments or whether they were pulled 
along by pressure from the Union side. 


At any event, where there is a con- 
flict of interest between either of the 
groups, the Union and the employers, 
who are parties to the agreement giving 
rise to a health and welfare or a pen- 
sion fund, and the employees as bene- 
ficiaries of the fund, it would seem 
desirable that some safeguards be 
found to protect the interest of the 
beneficiaries. This reminds one of the 
requirement that for a pension plan or 
profit-sharing plan to qualify under the 
Internal Revenue Code it must be for 
the exclusive benefit of the employees. 


Taxation of Insured Pension Funds 
Criticized 


F arya BEFORE A SUB-COMMITTEE 
of the House Ways and Means 
Committee, Carroll M. Shanks, Presi- 
dent of The Prudential Insurance Com- 
pany of America told of 93 firms which 
have turned from insured to trusteed 
methods of funding improvements in 
their pension plans or their entire plans. 
To a great extent, he indicated, it was 
the result of lower costs being available 
to trusteed plans. The federal income 
tax alone on insurance company invest- 
ments has meant, in recent years, an 
increased cost of 5% on plans funded 
through insurance contracts. This, he 
said, was greater than the total expenses 
on group annuity contracts other than 
taxes, both federal and state. 


The impression gained from Mr. 
Shanks’ remarks is that the impact of 
federal income taxes on insured plans 
has been the cause of the increased use 
of the trusteed method of funding. While 
it has been a factor, it is not the only 
one, nor ever the leading one. 


Future Pension Trends in England 
—and U. S.? | 


HE PARALLEL DEVELOPMENTS OF 
5 patten plans in England and the 
United States are clearly discernable in 
the following summary by Francis W. 
Bacon, an English actuary, of his 
address on November 18, 1954, before 
the Association of Superannuation and 
Pension Funds. 


“To form an opinion as to future, 


trends in superannuation we may start 
by examining the need for pension 
provision as evidenced by the growth 
in the numbers and proportion of old 
people in the population, and the extent 
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to which this need is already met by 
current superannuation schemes. At 
present for every 10 persons in the 
working population there are 3 persons 
over pensionable age, but this figure 
is likely to increase to 414 in 25 years’ 
time. The fact that about one-quarter 
of those over pensionable age will be 
widows, emphasises the importance of 
proper widows’ pensions. 


“In these days of high taxation, pen- 
sion schemes provide one of the best 
measures whereby the growing numbers 
of old people can receive their proper 
share of the national income as of right 
and free from the taint of charity. The 
National Insurance retirement pensions 
aim to provide a minimum subsistence 
level, but it is left to private schemes 
to make up the difference between this 
and a reasonable living standard. At 
present only about one-third of the 
men and one-fifth of the women who 
are earning their own living are cov- 
ered by pension schemes apart from 
National Insurance. Of those not cov- 
ered, about 2 million consist of self- 
employed who are at present ineligible 
for membership of approved pension 
schemes, but for whom approved pen- 
sion provision will become possible if 
the recommendations of the Millard 
Tucker Committee are implemented. 


“The current pension total of £600 
million takes about 4 per cent of the 
present national income; while the 
£1,200 million of pension rights already 
contracted for would take about 8 per 
cent, if the national income remains 
unchanged. 


“It is not possible to estimate to 
what extent pension schemes will spread 
in the future, but it is suggested that 
some idea of what would be involved 
in ‘proper pension provision for all’ 
may be obtained by assuming that in 
30 years’ time employed persons will 
receive a retirement pension (including 


National Insurance) of two-thirds of 
their average earnings throughout their 
working life and that widows will re- 
ceive a pension equal to half of their 
husband’s pension. On this assumption 
pension payments will grow to £2,100 
million, equal to 14 per cent of the 
present national income. 


“Any such growth in pensions will 
necessitate a reduction in the standard 
of living of the rest of the population 
over the next 30 years, unless it proves 
possible to effect a drastic reduction in 
the present cost of defense expenditure 
or unless the national income can be 
substantially increased. 


“Before the war productivity per 
head was increasing at about 114 per 
cent per annum, while in several post 
war years the rate has been as high as 
3 per cent. Even the lower rate, if con- 
tinued for 30 years, would increase the 
national income by over 50 per cent, 
which should permit of a substantial 
incease in the standard of living, in 
spite of the growth in the numbers 
and claims of the old people. 


“This cheerful conclusion depends 
upon the rate of increase in productivity 
being maintained over a long period, 
which in turn depends on the mainte- 
nance of a high rate of new capital 
investment. The growth of pension 
funds provides an important contribu- 
tion to the volume of savings available 
to finance such new investment; the 
total savings effected annually through 
present pension schemes (both insured 
and privately administered) may be 
estimated at about £200 million. 


“An adequate rate of saving also 
helps to prevent the development of 
inflation—a very important matter both 
for the members of pension schemes 
and their employers. 


“Quite apart from inflation, increas- 
ing productivity may result in a rising 
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level of wages and salaries, and the 
question arises as to how far this should 
be taken into account in advance in 
costing and valuing pension schemes. 


“Raising of normal retirement ages 
has been suggested as a means of re- 
ducing the growing cost of pensions. 
Such deferment would not add mate- 
rially to the labor force, but might add 
considerably to the number of ill-health 
retirements. Encouragment to all who 
wish to postpone retirement may be 
a better solution than compulsory de- 
ferment, but the question of making 
the retirement age for women the same 
as for men might well receive further 
consideration. 


“The forms of pension scheme bene- 
fits are shaped to meet the requirements 
for approval by the Board of Inland 
Revenue. The Millard Tucker Commit- 
tee has recommended substantial alter- 
ations in those requirements, of which 
one of the most important for privately 
administered funds is the inclusion of 
tax-free lump sums among the approved 
benefits. It is a matter for careful con- 
sideration as to whether such inclusion 
may not operate to produce inadequate 
pensions and in particular whether it 
may not militate against the proper 
provision of widows’ pensions.” 
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ANNUAL REPORT SURVEY 


Results of a survey on annual report 
practices conducted recently by Dravo 
Corporation, and based on 110 replies, 
show that the report is distributed to a 
wide variety of groups including em- 
ployees (in regular or special form) by 
91% of the companies. In addition to 
shareholders and company executives, 
the report is sent to investment banking 
firms by 83%, newspapers and trade 
journals 82%, financial news services 
77%, security analysts 77%, brokerage 
houses 69%, banks and trust companies 
65%, colleges and universities by 63%. 


Changes in the report within ‘five years 
were listed as follows: improvements 
73%, expense cutbacks 20%, increased 
use of illustration 40%, increased use 
of color 33%, multi-year comparative 
tabulations 24%, simplified copy 30%. 
Comments on beneficial results found no 
consensus, but 25% or more mentioned 
improved stockholder relations and com- 
munity relations, and an increase in com- 
plimentary mail and comment. 


BRITISH EXPERIMENT IN PROFIT-SHARING 


Since the rate of wages is no longer 
the route to the employee’s loyalty, Rugby 
Portland Cement Co. has devised a spe- 
cial plan for a profit sharing scheme 
that will not disturb present profit shar- 
ing plans or water down the equity of 
present shareholders. The details of the 
plan, as described in the October 9 issue 
of The Economist of London, are these: 
“First they will offer existing ordinary 
shareholders one million new 5s. ordinary 
shares as rights at 20s. in the ratio of 
two for eight. The price compares with 
a present market price of 34s. Secondly 
they will create one million new ls. 
‘A’ ordinary shares half of which will be 
issued at par to existing ordinary share- 
holders — one with every two new 
ordinary shares — while the other half 
will be available for the workers to buy 
at par on the basis that every permanent 
British employe shall have the oppor- 
tunity of becoming a shareholder. The 
rights of the new ‘A’ shares only begin 
when the net profits, before tax, reach 
£900,000, roughly half as much again as 
last year’s figure — and the amount to 
be distributed to the ordinary share- 
holders reaches £300,000 gross — com- 
pared with a maximum distribution up to 
now of £100,000. After that the new ‘A’ 
shares rank for £70,000 (140 per cent) 
plus 20% of any excess in gross profits 
over £900,000 with an overriding limit of 
12%% of gross profits. In any one year 
the directors naturally can declare as ‘A’ 
dividend less than the maximum stand- 
ing to the credit of the ‘A’ shares and 
carry a balance forward for future ‘A’ 
dividends. 


THE CAPITALABOR TEAM 









Two facts stand out clearly: the direc. 
tors have no intention of giving the em- 
ployees something worthless; they have 
chosen this moment for the scheme be- 
cause they see more than a possibility 
of a jump in profit to around the £900,000 
level by next year when the new ‘A’ 
shares’ rights begin to operate. That 
jump in profits and presumable increase 
in dividend will benefit the existing 
shares as well as the new ‘A’ shares. 
It is also clear that the company is 
creating an interesting highly geared 
equity whose market quotation is likely 
to rise well above par.” 


YEARS OF SERVICE AWARDS 


Among the ways of giving recognition 
to long service of employes reported in 
a survey by the FPRA Builetin (Nov. 
1954) were: gradually increasing partici- 
pation in profit-sharing plan; periodic 
increase in length of annual vacation; 
eligibility to share in certain types of 
fringe benefits such as contributory an- 
nuity plan and group insurance; pay 
raises; bonuses; and personal gifts. 


STOCK FOR CHRISTMAS 


Last year Basic Refractories, Inc. in- 
auguarated a plan whereby employees, 
who complete 25 years’ service, receive 
25 shares of Basic Refractories’ common 
stock, presented at a dinner shortly be- 
fore Christmas. Additional shares are 
distributed thereafter for continuing ser- 
vice. In 1953 60 employees became eligi- 
ble and in 1954 seven more. 


N.A.M. ON RETIREMENT SECURITY 


The National Association of Manufac- 
turers report: in December that high 
employment and earnings, improved op- 
portunities .or savings and investment, 
and more job openings for older people 
should enable most Americans to become 
financially self-sufficient in retirement. 
In its 54-page report, “Retirement Se- 
curity in a Free Society,” the committee 
of industrialists and technical specialists 
said there are indications that although 
the proportion of older people in the pop- 
ulation is increasing, the employment of 
older workers has increased even more 
rapidly, and noted that wider home 
ownership, the spread of private pen- 
sion plans, and increased savings in 
other forms have given greater finan- 
cial security to vast numbers of Ameri- 
cans. 


The committee cautioned against “cut- 
ting more groups in” on the social secur- 
ity program on easy terms and said 
that benefits and contributions should re- 
flect differences in personal earnings, 
rules of eligibility should be clear, and 
the program should be self-sustaining 
with no intermixture of OASI funds 
with the general funds of government. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Edwin F. Wirsing elected advertising 
manager succeeding Rod Maclean, as- 
sistant vice president, who has been 
advanced to customer relations and 
business development for the bank. Maclean is currently 
president of the Financial Public Relations Association. 


Los Angeles 
TITLE INSURANCE 
& TRUST Co. 


Los Angeles 
UNION BANK 
& TRUST Co. 


Eldridge H. Booth, Jr., elected senior 
vice president. Booth, vice president 
and trust officer, joined the corporate 
section of the trust division in 1928 
and became vice president in 1944. He will continue to head 
the division. Booth studied law at Southwestern U. in Los 
Angeles. 


FLORIDA 


Miami Paul C. Schmitt promoted to asst. 
LITTLE RIVER BANK trust officer. A graduate of Columbus 
& Trust Co. U. School of Law and Strayer Col- 

lege of Accountancy, Schmitt formerly 
was with the trust department of AMERICAN SECURITY & 

TrUsT Co. and the HAMILTON NATIONAL BANK, Washing- 

ton, D. C. 


South Miami 
BANK OF 
SoutH MIAMI 


J. Frank Harrington, Jr. is cashier 
and trust officer in the newly author- 
ized trust department. 


ILLINOIS 


Mark W. Lowell, as senior officer in 
the trust department, given the title 
of vice president and executive trust 
officer. 


Chicago 
CONTINENTAL ILL- 
INOIS NATIONAL 
BANK & TRUST Co. 


Chicago 
HARRIS TRUST & 
SAVINGS BANK 


Albert H. Vondenbosch named asst. 
vice president, Philip W. Burge named 
assistant secretary, both in the trust 


investment division. Vonderbosch is a 
graduate of U. of Illinois. 


MARYLAND 


John E. Motz advanced from senior 
vice president to executive vice 
president. Mr. Motz came with the 
Safe Deposit & Trust in 1930, has 
had wide experience in all phases of the trust division, and 
for a number of years has been in charge of the investment 
department of the trust division, in which capacity he will 
continue to serve. 


Baltimore 
MERCANTILE-SAFE 
DEPOSIT & TRUST Co. 


MASSACHUSETTS 


Boston Appointed asst. trust officers: Pres- 


Boston SAFE Deposit cott L. Kettel, George W. Peterson, 
& Trust Co. 


Jr., Charles M. Pyle, Jr., Edward 
G. Rudd and Alcid H. Simmons. 


y 
E. H. Bootn, Jr. 
Los Angeles 





A. H. VONDENBOSCH 
Chicago 


MARK W. LOWELL 
Chicago" 


January 1955 





Howard T. Lees was named real estate officer, and Edward 
A. Weed an assistant tax officer. 


Boston Henry G. Brooks, Jr., and Morris F. 
NEW ENGLAND Stoddard, Jr., appointed trust officers; 
Trust Co. Norman C. Hoffman named asst. trust 

officer. 

Boston Sheridan J. Thorup, vice president and 
STATE STREET chairman of the trust ocmmittee, 
TRUST Co. elected a director. Vernon B. Hitchins, 


Chester T. Morrison and John T. G. 
Nichols, 3rd, advanced to vice president and trust officer; and 
Loren D. Drinkwater from asst. trust officer to tax officer. 
William T. Williamsen elected asst. tax officer. 


Worcester William A. Wheeler and George C. 
WORCESTER COUNTY Whitney, II, advanced from assistant 


Trust Co. treasurer and trust officer to asst. vice 
president and trust officer. 
MICHIGAN 
Detroit Charles H. Stickels promoted from 
NATIONAL BANK asst. trust officer to asst. vice presi- 
OF DETROIT dent and asst. trust officer; William 


E. Jackson, John N. McNaughton and 
Guy deW. Waller to asst. trust officers. 


MISSOURI 


W. L. Hager, formerly executive vice 
president and trust officer, elected 
president succeeding the late Oscar 
W. Raithel, Sr.; Frank Railton suc- 
ceeds Hager as executive vice president and trust officer. 


Jefferson City 
EXCHANGE 
NATIONAL BANK 


St. Louis Henry O. Whiteside, public relations 
MERCANTILE and advertising head, elected a vice 
TRuST Co. president. 

St. Louis New asst. trust officers appointed 
SECURITY NATL. were Cletus A. Jung and Charles F. 
BANK SAVINGS & Hall. 

Trust Co. 
NEBRASKA 

Lincoln Elwood N. Thompson elected president 
FIRST to succeed George W. Holmes, who 
TrRusT Co. will continue as chairman of the board. 


Thompson has served as executive 
vice president since January 1953. A graduate of U. of 
Nebraska, he was admitted to the New York Bar after 
graduating from New York U. Law School. 


NEW JERSEY 
Union City Otis W. Beaton appointed president 
HupDSON succeeding the late Clarence G. Meeks. 
Trust Co. Mr. Beaton previously had been ex- 


ecutive vice president and a director. 
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Newark Roy F. Duke elected president to suc- 
FIDELITY UNION ceed Horace K. Corbin, now chairman 
Trust Co. of the board and chief executive offi- 


cer of the largest banking and trust 
institution in New Jersey and 47th in the nation. Duke has 
been senior vice president in charge of operations since 1941, 
and an officer since 1923. Corbin, who became president in 
1940, is a commissioner of the Port of New York Authority 
and a charter trustee of Princeton U. Also promoted was 
Herbert G. Fautz, to trust officer. 


NEW YORK 


Glens Falls Robert N. Hinds appointed trust offi- 
First NATIONAL cer of the bank. Until recently he had 
BANK been assistant treasurer and chief fi- 

nancial officer of Continental Paper Co. 


New York 
CHASE 
NATIONAL BANK 


Charles A. Manning was made a sec- 
ond vice president in the trust depart- 
ment. George F. Burt, Ralph K. Pulis 
and Warren R. Witt were appointed 
personal trust officers. 


New York Clarence G. Noel has been made a 
CiTy BANK vice president in the personal trust 
FARMERS TRUST Co. division; Fred W. Ohmes and John 

Rulon-Miller, formerly trust officers, 
appointed vice presidents; Paul L. Brandes, formerly asst. 
trust officer, made asst. vice president; Paul Jacoby, Jr., 

Francis M. Pitt and Homer B. Williamson advanced to trust 

officers; Charles C. Goodfellow, Jr., Glen K. Green and Philip 

J. Orsi from asst. trust officer to asst. vice president; and 

William H. Hassert and Michael F. Ball appointed asst. trust 

officers. 


New York William A. O’Neill advanced to vice 
EMPIRE president and continues in charge of 
TRUST Co. the corporate trust division. 

New York Trust officer E. Tinsley Ray has been 
GRACE made a vice president; Martin J. 


NATIONAL BANK Grimm made trust officer; Charles F. 
Robbins, Jr. and James Harper, Jr., 


named asst. trust officers. 


New York Oliver R. Brooks, Herbert T. Twyef- 
GUARANTY fort and B. Frank Patton appointed 
Trust Co. vice presidents in the trust depart- 


ment. Other trust promotions are: 
William W. Merker, second vice president; Dana R. Crocker 
and Karl Henrich, trust officers; Louis F. Geissler, Jr., asst. 


J. RULON-MILLER 
New York 


FRED W. OHMES 


New York New York 









WILLIAM McGorry 
New York 


E. TINSLEY RAY 
New York 





Roy F. DUKE 
Newark 





trust officer; and William E. Herrlich and Albert Huber, asst. 
treasurers. 


New York 
HANOVER BANK 


In the personal trust department the 
following were appointed asst. vice 
presidents: William McGorry, J. 
Cornell Schenck, H. Bruce Whitmore and Charles S. Wilson, 
Jr.; and assistant secretaries, Thomas F. Cullen, William J. 
Fischer, Jr. and Wesley Simmons. 


New York William L. Carlisle and Richard W. 
IRVING Goslin, Jr., have been named assistant 
TRusT Co. secretaries in the personal trust di- 

vision. 

New York Clifford F. Scherer elected vice presi- 


J. P. MORGAN dent. Joining the staff in 1929 as a 

& Co. page, Scherer has been asst. vice 

president in charge of fiscal agency 

activities since 1948. Harrison V. Smith and Peter H. Ver- 

milye were promoted from investment officers to asst. vice 
presidents. 


Promoted to asst. trust officers were 
trust administrators Robert J. Vanas, 
(main office) W. Bruce Fairchild, 
(Geneva office) and Jean P. Mahan 
(Corning). Frank Schmidt was elected assistant secretary 
and is office manager of the trust department; Rulon W. 
Gregory elected trust administrator. 


Rochester 
LINCOLN ROCHES- 
TER TRUST Co. 


Troy Harold J. Marshall has been named 
MANUFACTURERS president, upon the retirement of J. 
NATIONAL BANK Don Welch under the bank’s retire- 

ment system. Chester F. Millhouse, 
formerly vice president and trust officer, advanced to execu- 
tive vice president; Edward F. Moylan became senior vice 
president; and William R. Williams named comptroller to 
succeed the retiring Wilber F. La Du. 


Valley Stream 
VALLEY STREAM 
NATIONAL BANK 
& TRUST Co. 


Watertown 
NORTHERN NEW 
York TrRustT Co. 


Henry C. Schweitzer advanced to vice 
president and trust officer. 


Having reached the retirement age, 
Bernard A. Gray, president and trust 
officer, has been elevated to chairman 
of the board and chief executive officer, 
and will be succeeded as president by Sidney S. McCumber, 
formerly executive vice president and secretary. Mr. Gray 
will be the first full time chairman of the trust company. 





B. FRANK PATTON 
New York 


H. E. TWYE :FFORT 
New York 
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J. C. SCHENCK H. B. WHITMORE C. S. WILSON, JR. 


New York New York New York 
PENNSYLVANIA 
Boyertown Daniel H. Zuber, trust officer, retired 


FARMERS NATL. 
BANK & Trust Co. 


Philadelphia 
CENTRAL-PENN 
NATIONAL BANK 


after 29 years of service with the 
bank. 


H. Woodward McDowell appointed 
vice president and trust officer. Hav- 
ing begun his banking career in 1933 
in the personal trust department of 
Guaranty Trust Co., New York, McDowell was associated 
with the New York law firm of Root, Ballantine, Harlan, 
Bushby & Palmer from 1946 to 1954, specializing in estates 
and trusts. 


Philadelphia Among promotions to the newly estab- 
FIDELITY-PHILADEL- lished position of senior vice president 
PHIA TRUST Co. was that of Paul C. Wagner of the 

trust department. Mr. Wagner is a 
graduate of U. of Pennsylvania Law School, is former Deputy 

Attorney General of Pennsylvania, and is chairman of the 

committee on fiduciary legislation of the Trust Division, 

American Bankers Association; former vice chairman, Trust 

Division, Pennsylvania Bankers Association; former presi- 

dent, Corporate Fiduciaries Association of Philadelphia; and 

former member Advisory Committee to Joint State Govern- 
ment Commission on Revision of Decedents’ Estates Laws. 


Clarence Geldart and Ralph Strong were elected trust 
officers; Albert E. Harker and Donald B. Pritchard, asst. 
trust officers; and T. Anthony Coculo and William Calvin 
Henry, asst. trust investment officers. 


Philadelphia 
PHILADELPHIA 
NATIONAL BANK 


Trust officers Paul W. Brown, Jr. and 
Edward B. Hodge advanced to vice 
presidents; Henrietta A. Smith ap- 
pointed trust officer, and Murray C. 
Haines, asst. trust officer. Norman T. Hayes retired as vice 
president after more than half a century with the bank. 
He becomes executive vice president of Clymer Realty Corp., 
a wholly owned affiliate which the bank established in 1953 
to operate bank properties. He is a past president of the 
Pennsylvania Bankers Association. 


Philadelphia John E. Williams, former asst. vice 
PROVIDENT president and head of the tax division, 
Trust Co. advanced to vice president. Chairman 


of the Tax Committee, Trust Division, 
Pennsylvania Bankers Association and a member of the 
taxation committee, Trust Division, American Bankers Asso- 
ciation, Williams is the author of many articles on tax 
matters. 


Harold M. Shaw advanced to trust officer, in the invest- 


H. S. OVERHOLT 
Pittsburgh 


J. E. WILLIAMS 
Philadelphia 


PAauL C. WAGNER 
Philadelphia 


January 1955 











¥ | 


H. W. McDowELL 
Philadelphia 


EDWARD B. HODGE 
Philadelphia 


PAUL W. BROWN 
Philadelphia 


ment department; and William H. Cleaver to asst. trust 
officer in the tax division. 


Pittsburgh 
MELLON NATL. 
BANK & TrRusT Co. 


John A. Mayer promoted from vice 
president in charge of the trust de- 
partment to serve as a general officer 
of the bank and assistant to Frank 
R. Denton, vice chairman. Succeeding Mr. Mayer as head of 
the trust department is Harold S. Overholt, vice president, 
who has been in charge of the trust department’s investment 
division. Mayer was formerly president of Reliance Life 
Insurance Co., and joined Mellon in 1951. Overholt joined 
Union Trust Co. in 1929 and was made vice president of 
Mellon in 1947 following the merger. 





J. L. TURNER 
Pittsburgh 


S. G. SCHADE 
Pittsburgh 


J. J. Brooks 
Pittsburgh 


Pittsburgh New officers elected were J. Judson 
PEOPLES First NATL. Brooks, J. Lawrence Turner, Charles 
BANK & Trust Co. W. Dodson and Stanley G. Schade, 

vice presidents in the trust division; 

Roger B. Donner, vice president, investment division; Eric 

J. Miles, asst. vice president, investment; and Arthur G. 

Nelson, investment officer. 


RHODE ISLAND 


John M. Hart elected a trust officer. 
First employed by London Scottish 
American Trust, Ltd., in England, 
and later by the Imperial Bank of 
Canada, Hart joined the Providence National Bank in 1944. 


TEXAS 


John H. Brooks elevated to vice presi- 
dent and senior trust officer; Fred 
Holland elected vice president and 
trust officer; H. T. Webster, asst. 
trust officer; and John L. Beck, asst. trust officer and asst. 
cashier. Brooks has been with First National since 1924, 
while Holland comes from Galveston where he had been vice 
president and trust officer of Moopy NATIONAL BANK. 


Providence 
INDUSTRIAL 
NATIONAL BANK 


Fort Worth 
FIRST 
NATIONAL BANK 





Joun H. Brooks 
Fort Worth 


C. W. Dopson 
Pittsburgh 


J. M. Hart 
Providence 
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Address correspondence to Trusts 
and Estates with code number. 


Insurance underwriter is sought by St. 
Louis trust department to sell trust ser- 
vices. See ad below. 


Certified public accountant (N. Y.), 
39, with diversified experience in trust 
accounting, presently employed as comp- 
troller, desires position in trust admin- 
istration. 51-1 


Trust officer, in 30’s, with experience 
in operations, administration, and estate 
planning, seeks position with broader 
opportunities. 51-2 


Experienced trust solicitor and estate 
planner offers services on monthly fee 
basis. Will follow up mailing lists. 412-1 


Expanding Midwest trust department 
seeks trust officer with legal background 
and trust administrative experience. See 
ad H-411-5 below. 


Trust administrator, experienced in 
personal trusts, estates and operations, 
sought by medium size New York bank in 
Metropolitan area. 412-2 


A A A 
IN MEMORIAM 


SEyYMouR H. Horr, executive vice presi- 
dent of On10 CITIZENS TRUST Co., Toledo. 


WILFRID E. JONES, director of public 
relations of the National Association of 
Life Underwriters, New York. 


R. CLYDE WILLIAMS, retired vice chair- 
man and president of First NATIONAL 
BANK of Atlanta, Georgia. 


B. MAGRUDER WINGFIELD, vice president 
of NATIONAL BANK OF COMMERCE of 
Houston, Texas. 





LIFE UNDERWRITER 
FOR TRUST DEPARTMENT 


An unusual opportunity for young insur- 
ance man in rapidly growing Trust De- 
partment of St. Louis bank. Outside work 
selling trust services to individuals. Man 
selected will be trained in new business 
techniques. Write fully stating salary, etc., 
to P. O. Box No. 1575, St. Louis, Mo. 








TRUST OPPORTUNITY 


For Officer in Trust Department of pro- 
gressive and expanding bank in Midwest. 
Preference to man in thirties or early 
forties. Legal background with trust ad- 
ministrative experience desirable. Write 
for personal history form. Please furnish 
preliminary outline of education, experi- 
ence and salary required. Our employees 
know of this advertisement. 


Box H-411-5, Trusts and Estates 
50 East 42nd St., New York 17 











BANK MERGERS 


Salinas & San Francisco, Cal. — 
Merger of MONTEREY CoUNTY TRUST & 
SAVINGS BANK into AMERICAN TRUST Co. 
was approved by stockholders, effective 
at the end of 1954, with the former be- 
coming the Salinas branch. 


Bridgeport, Conn.—As of January 1, 
the First NATIONAL BANK & Trust Co. 
became the CONNECTICUT NATIONAL 
BANK, a more representative name. No 
other changes were made. 


Indianapolis, Ind.—Shareholders have 
approved consolidation of AMERICAN Na- 


TIONAL BANK and the FLETCHER TRUST - 


Co. into AMERICAN FLETCHER NATIONAL 
BANK & TRUST Co., with trust activities 
centered at the Fletcher Trust office, 108 
N. Pennsylvania Street. Combined re- 
sources are in excess of $300 million. 
Francis A. Ohleyer, vice president and 
senior trust officer, will be in charge of 
the trust department, assisted by Wil- 
liam F. Elliott, Herbert G. Foy, Edward 
C. McKinney and Burke Nicholas, trust 
officers; Ted W. Davis and Lyman H. 
Wolfia, asst. trust officers; and Francis 
B. Hartrich, assistant secretary. Invest- 
ments for the bank and the trust de- 
partment will be under the supervision of 
Harold B. Tharp, vice president. 


Boston, Mass.—Directors of the SrEc- 
OND NATIONAL BANK and the STATE 
STREET TRUST Co. have approved an 
agreement for consolidation under the 
name of SECOND BANK-STATE STREET 
Trust Co. If shareholders and authorities 
approve, this will become effective Feb- 
ruary 21, 1955 and will create the largest 
bank under State charter in New Eng- 
land, with total resources of over $350 
million. The principal office will be the 
present quarters of the Second National, 
and the trust departments will be con- 
centrated eventually in the present main 
office of State Street Trust. 


Madison, N. J.—F1rst NATIONAL BANK 
of Madison has been merged into the 
MADISON TRUST Co. under the title First 
BANK & Trust Co., effective Decem- 
ber 10. 


Rochester, N. Y. — GENESEE VALLEY 
Trust Co. was merged with UNION 
Trust Co., under the new name of 
GENESEE VALLEY UNION TRUST Co. 


White Plains, N. Y.—NATIONAL BANK 
OF WESTCHESTER has acquired the TaAr- 
RYTOWN NATIONAL BANK under the for- 
mer’s charter, with the latter becoming 
a branch, Edward W. Hickey, president 
of Tarrytown bank, will become vice 
president of the consolidated bank. 


Cincinnati, Ohio—With the merger of 
the ATLAS NATIONAL BANK into the 
First NATIONAL BANK, Reubin B. Hays, 
president of First National, was elected 
chairman of the board and chief execu- 
tive officer succeeding Waldo E. Pierson, 
retired. Fred A. Dowd, president of At- 


las, was named president of First Na- 
tional. 


Seattle, Wash.—Merger of the UNI- 
VERSITY NATIONAL BANK into the PAciric 
NATIONAL BANK has been approved by 
stockholders of both institutions. 


A A A 


Genieve Gildersleeve Leaves 
A.B.A. Trust Division 


Genieve N. Gil- 
dersleeve, assistant 
secretary of the 
Trust Division of 
the American 
Bankers Associa- 
tion and associate 
editor of the Di- 
vinmons, “Trust 
Bulletin,” retired 
from the A.B.A. on 
December 31 to become secretary of the 
American-Canadian Oil and Drilling 
Corp., New York. Miss Gildersleeve, who 
has been closely associated with the work 
of the Trust Division since 1924, is a 
native of Gildersleeve, Conn., a graduate 
of Smith College, and was associated with 
several business firms, as well as doing 
war work for the United States Govern- 
ment in London and Paris. She joined 
the staff of the A.B.A. in March, 1924, 
as assistant to the secretary of the Trust 
Division and an editor of Division pub- 
lications. She has been on the editorial 
staff of the “Trust Bulletin” since 1935. 


A 4 & 


&. IN. GILDERSLEEVE 


New York Trust Committee 
Chairmen Named 


Common Trust Funds: Harry M. Ly- 
ter, personal trust officer, Chase National 
Bank, New York City 


Trust Operations: William M. Connors, 
trust officer, Manufacturers National 
Bank, Troy 

Business Development: William B. Og- 
den, III, trust officer, Merchants National 
Bank & Trust Co., Syracuse 


Bank Fiduciary Fund: Charles W. 
Buek, vice president, United States Trust 
Co., New York City 


Trust & Estate Law: E. Tinsley Ray, 
trust officer, Grace National Bank, New 
York City 

Costs & Compensation: George C. Bar- 
clay, vice president, City Bank Farmers 
Trust Co., New York City 

Employees Benefit Fund: Esmond B. 
Gardner, vice president, Chast National 
Bank, New York City 

Veterans Accounting Study: Wilmot R. 
Craig, vice president & trust officer, Lin- 
coln Rochester Trust Co., Rochester 


Promoting Relations with the Bar: 
Robert A. Jones, vice president, Guaranty 
Trust Co., New York City 
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Most readers have doubtless seen exterior photos of Republic 
National Bank of Dallas’ new $25 million building, opened last 
month, whose 40 stories make it the tallest outside New York City, 
Chicago and Cleveland. Here are two views of the trust depart- 
ment quarters: Junior trust officers occupy the attractive one 


PRIDE OF TEXAS 


shown at the left. General work area of the department is behind 
partition, minimizing noise. The photo at right shows a portion 
of the customers reception area on the fifth floor, with fine 
carpeting and American walnut paneling setting the decor for the 


trust department. 





Record Attendance at 
PBA Trust School 


The record gathering of 260 trustmen 
from 46 counties at Harrisburg for the 
Pennsylvania Bankers Association Trust 
School, December 9-10, 1954, devoted 
their two days to panel discussions of 
Estate Planning and The Internal Rev- 
enue Code of 1954. 


The first day’s session, moderated by 
Robert A. Bodine, chairman of the PBA 
Trust Development Committee and trust 
officer of Liberty Real Estate Bank & 
Trust Co., Philadelphia, included the 
following topics and speakers: “Plans 
That Sell” — Frank C. Trimble, estate 
planning officer, Provident Trust Co., 
Philadelphia; “The Place of Taxes and 
Administration Costs” — Lloyd E. 
Meyer, estate planner, Farmers Bank & 
Trust Co., Lancaster; “The Place of Life 
Insurance” Reginald C. Short, 
assistant vice president, Fidelity Trust 
Co., Pittsburgh; and “Family Business 
Interests’”” — G. Odell Fletcher, assistant 


vice president, Girard Trust Corn Ex- 


change Bank, Philadelphia. 


On the second day attention turned to 
the new internal revenue code with John 
E. Williams, chairman of the PBA 
Taxation Committee and assistant vice 
president of Provident Trust Co., lead- 
ing the panel. Credit for state death 
taxes, credit for tax and prior transfers, 
and annuities were discussed by William 
L. Dunkle, vice president, Fidelity Trust 
Co., Pittsburgh. William E. Magee, trust 
officer of Mellon National Bank & Trust 
Co., Pittsburgh, covered deductions 
paid from corpus, excess deductions, the 
5-year throw-back of excess deductions, 
and income taxable to the grantor and 
others. At the afternoon session “Income 
Tax of Individuals” was divided be- 
tween George W. Hornsby, vice presi- 
dent of Girard Trust Corn Exchange 
Bank, and George N. Joynes, trust offi- 
cer of Tradesmens Land Title Bank & 
Trust Co., Philadelphia. A sample per- 
sonal income problem, submitted to the 
students in advance, was reviewed. 


P.B.A. Educational Foundation 
Working on Trust Theme 


A new development in the current 
program of the Educational Founda- 
tion, created in 1953 by the Pennsyl- 
vania Bankers’ Association “to encour- 
age the broadest possible public under- 
standing of the American banking sys- 
tem and of the vital role of banks in the 
economic life of the country,” will be a 
three-way theme on trust services, de- 
veloped in cooperation with the Trust 
Division. Folders, posters and news- 
paper advertising mats will implement 
this program. 


This was reported to the P.B.A. Coun- 
cil of Administration by S. H. Chelsted, 
chairman of the nine-man board of 
trustees of the Foundation and vice 
president of Peoples First National Bank 
& Trust Co., Pittsburgh. In the first 
three months of the present fiscal year 
the Foundation has distributed 1,050,- 
000 pieces of advertising and educa- 
tional material. 
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PBA PANEL ON ESTATE PLANNING 


(Seated, left to right) Reginald C. Short, Moderator Robert A. 
Bodine, and Frank C. Trimble; (standing) G. Odell Fletcher and 
loyd E. Meyer,; bank affiliations noted in accompanying item. 


(Seated, left to right) 


Williams and William E. Magee; (standing) William L. Dunkle 
and George W. Hornsby; bank affiliations noted in accompany item. 





PBA PANEL ON INTERNAL REVENUE CODE 


George N. Joynes, Moderator John E. 
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The 50-voice mixed chorus of Harris Trust & Savings Bank, Chicago, which sang its yearly 
concert of carols on Christmas Eve. Both the public and the bank staff attended. 














First Choice for 
Trust Service 


in Missouri 


The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- 
ing business. It accepts no depos- 
its subject to check. It is the 
largest stockholder of the First 
National Bank in St. Louis, 
with which it is affiliated. It is 
the oldest trust company in 
Missouri. 


It administers a large volume of 
trust business and operates on 


the efficient ‘“‘staff and line” 
plan. Every estate and trust re- 
ceives the personal attention of 
the administrative or “line’’ 
officer to whom it is assigned. 
These officers are backed up by 
staff departments, such as our 
investment analysis and re- 
search departments, two separate 
tax departments, real estate de- 
partment, close corporation 
department, etc. 


We suggest consideration of our 
Company for ancillary service 
in Missouri or where recommen- 
dations are to be made to people 
moving from other states to 
Missouri. 


“Trust Service Exclusively” 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 











Mooney Named N. Y. State 
Superintendent of Banks 


George A. Mooney, assistant to the 
business and financial editor of The 
New York Times, has been named 
Superintendent of Banks for New York 
ee wwe State for a four- 
year term by Gov- 
ernor Averell Har- 
riman. He took 
office. on January 
1, succeeding Wil- 
liam A. Lyon, who 
has been Superin- 
tendent for the 
past five years and 
a member of the department for twelve. 
Mr. Lyon becomes a trustee and chair- 
man of the executive committee of Dry 


Dock Savings Bank. 


The appointment followed the tradi- 
tion of non-political selections going 
back to 1929, as well as continuing 
the practice of selecting a newspaper 
financial man. Mr. Mooney, who is a 
native New Yorker and a graduate of 
Fordham University, will be ex-officio 
chairman of the New York State Bank- 
ing Board. His department supervises 
banking and financial institutions with 
aggregate resources above $46 billion. 
Mr. Mooney has won a reputation for 
fairness in his reportorial work and is 
well. known in trust circles through his 
talks at trust conferences. 


GEORGE A. MOONEY 


A A A 


ADDRESSES DENTISTS ON WILLS 


@ At a recent meeting of the Essex 
County (N. J.) Dental Society the dan- 
gers of obsolete wills were explored by 
J. Wallace Scanlon, vice president and 
trust officer of Howard Savings Institu- 
tion of Newark. The speaker outlined the 
effects of revenue act changes, the com- 
plications that arise if there is no valid 
will, and the tax savings possible through 
skillful planning. 


Calendar of 1955 
Meetings and Schools 
American Bankers Association 
Mid-Winter Trust Conference 
Feb. 7-9; New York City 


Executive Council 
Apr. 17-19; White Sulphur Springs 
Annual Convention 
Sept. 25-28; Chicago 
Western Regional Trust Conference 
Oct. 18-14; San Francisco 


Mid-Continent Trust Conference 
Nov. 3-4; Houston 


American Bar Association 
Probate & Trust Law Div. 
Aug. 22-24; Philadelphia 
American Institute of Banking 
May 30-June 3; Miami 
American Management Association 
Jan. 24-27; Los Angeles 
American Safe Deposit Association 
April 28-30; Richmond, Va. 
California Bankers Association 
May 22-24; San Francisco 
Financial Public Relations Association 
Nov. 14-18; Hollywood Beach, Fla. 
Florida Bankers Association 
Mar. 24-26; Boca Raton 
Graduate School of Banking, Rutgers U. 
June 138-25; New Brunswick, N. J. 
Illinois Bankers Associations 
Feb. 17; Chicago 
Indiana Bankers Assn. Trust Conference 
Apr. 25-26; Richmond, Ind. 
Investment Bankers Association 
Nov. 27-Dec. 2; Hollywood, Fla. 
Mississippi Bankers Association 
May 16-18; Biloxi 
Natl. Association of Bank Auditors & 
Comptrollers 
Oct. 9-13; Denver 
New Jersey Bankers Association Public 
Relations School, Princeton U. 
Apr. 5-7; Princeton 
New York Trust Conference 
Oct. 20-21; Albany 
Oregon Bankers Association 
June 5-7; Victoria, B. C. 


Pennsylvania Bankers Assn. Trust School 
Dec. 9-10; Harrisburg 


School of Banking of the South, 
Louisiana State University 
June 5-18; Baton Rouge 


School of Financial Public Relations 
July 24-Aug. 6; Chicago 


Texas Bankers Assn. Trust Conference 
Nov. 3-4; Houston 


Virginia Trust Conference 
Apr. 25-26; Richmond 


West Virginia Bankers Association 
May 28-June 2; Bermuda 


Wisconsin School of Banking 
Aug. 22-Sept. 3; Madison 
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JAPAN'S TRUST COMPANIES EXPAND 


RUST COMPANIES IN JAPAN HAVE 

made a good recovery since World 
War II and are functioning today on 
a broader base than ever before. Since 
1948 they have been permitted to en- 
gage in general banking and to invest 
in short term loans, and during (and 
since) the war they were called upon 
for special services in aid of the Japan- 
ese government. 


A brief review of the trust business 
in Japan may provide perspective and 
understanding for present day condi- 
tions. The early trust companies, prior 
to 1904 lacked supervision and control, 
and it was not until the trust laws of 
1922 were enacted that a framework 
was provided for the development of a 
sound and well-regulated trust business. 


Earliest Trust Companies 


In March 1924, the Mitsui Trust Co., 
Ltd. (the present Mitsui Trust & Bank- 
ing Co., Ltd.) was organized as the 
first trust company to be established 
under the new law. In the same year 
came the Kokusai Trust Co., Ltd. (the 
present Daiichi Trust & Banking Co., 
Ltd.); in 1925 the Kyosai Trust Co., 
Ltd. (Yasuda Trust & Banking Co., 
Ltd.) and the Sumitomo Trust Co., Ltd. 
(Sumitomo Trust & Banking Co., Ltd.) ; 
and in 1927 the Mitsubishi Trust Co., 
Ltd. (Mitsubishi Trust & Banking 
Corp.) and the Kawasaki Trust Co. Ltd. 
(Nippon Trust & Banking Co., Ltd.) 


By the end of 1927 there were 37 
trust companies in Japan, but only 
the above six have withstood the ups 
and downs of the economic world and 
have survived the difficult days of 
World War II and the confusion and 
chaos of the post-war era. The others 
merged, or closed their business during 
the war. In addition to the six large 
trust companies, 11 government ap- 
proved local banks now engage in trust 
business as a division of their service. 
These banks are: Akita Bank, Ltd., 
Akita; Fukui Bank, Ltd., Fukui; Juroku 
Bank, Ltd., Gifu; Bank of Kobe, Kobe; 
Tokai Bank, Ltd., Nagoya; Daiyon 
Bank, Ltd., Niigata; Chugoku Bank, 
Ltd, Okayama; Daiwa Bank, Ltd., 
Osaka; Sanwa Bank, Ltd., Osaka; Shiga 





This article is based on information furnished 
by the Mitsui Trust & Banking Co., Ltd. through 
the courtesy of Mr. Shigeo Matsumoto, as man- 
ager of the New York Branch of the Bank of 
Japan, together with material provided by Mr. 
Nakaba Ohta of Mitsubishi Trust and Banking 
Corporation. 
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Bank, Ltd., Otsu; and Hokuriku Bank, 
Ltd., Toyama. 


With the advent of extensive military 
and naval operations abroad, all eco- 
nomic functions in Japan felt the pres- 
sure of militaristic totalitarianism. Fi- 
nancial services which were of no direct 
use to the military were neglected, and 
trust companies were gradually para- 
lyzed. They were treated as mere ma- 
chines for the absorption of savings, 
and the national mobilization cut down 
the number of their employees. Exercise 
of investment discretion was gradually 
lost as the purchase of government 
bonds was increasingly demanded, and 
by 1944 the amount of investment in 
bonds surpassed the amount invested in 
loans — a phenomenon never before 
seen in the history of Japanese trust 
business. Finally, in May 1945, the Fund 
Control Bank was organized with the 
backing of the Bank of Japan. and the 
moneys of the trust companies — both 
their own and their customers’ — were 
deposited in the new bank with the 
result that the trust companies com- 
pletely lost their investment manage- 
ment function. 


Post-War Changes 


After the war the six trust companies 
were dissociated from the Zaibatsu, or 
cartel, to which each belonged. Owing 
to their experience in property matters, 
their excellent reputation, and the geo- 


graphical coverage provided by their 
branches, the government employed the 
trust companies for the investigation 
and restoration of property which 
formerly belonged to United Nations 
nationals. Furthermore, the trust com- 
panies represented the government in 
the collection of taxes. In doing this, 
however, they were more than mere 
collector’s offices, since they assisted 
the taxpayer in obtaining the most ad- 
vantageous disposition of his property 
in his efforts to raise the needed funds. 
The fall in monetary values brought 
about sales and purchases of share 
stocks and real estate throughout the 
nation, for which customers rushed to 
the counters of the highly accredited 
trust companies (which, in Japan, cus- 
tomarily are dealers in securities and 
mortgages) . 

In spite of the abnormal activity of 
the branches, the total amount of funds 
under trust administration decreased 
(after allowance for the inflated values 
of 1945-1946). Investment nranagement 
being the main business of the trust 
companies, the lack of new principal 
for administration produced a critical 
condition unknown before. Even the 
Mitsui Trust Co., Ltd., oldest and largest 
of the six, was obliged to discharge 
one-fourth of its employees in 1947. 

Then came the change of 1948, when 
by action of the General Headquarters, 
Supreme Commander of the Allied 





Pan American World Airways Photo 
The great torii at entrance to the Heian Shrine in Kyoto, typical of the sacred gateways 
in front of all Shinto shrines. 
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Powers, trust companies were permitted 
to maintain banking departments, and 
to participate in short-term commercial 
financing. Subsequently, as the Japan- 
ese economy became more stable, the 
deposit by the public of funds for long- 
term trust administration began to take 
the normal form. 


With the returning growth of new 
funds to administer, trust companies 
began to regain their pre-war standing. 
In 1951 the investment trust was re- 
vived (a trust for investment in corpo- 
rate securities). Then in 1952 a new 
form of trust was born — the loan trust 
— in which the customer’s principal 
was used at his request exclusively for 
industrial loans. Today the trust com- 
panies in Japan have reached the point 
where they can look ahead with confi- 
dence that they will not only survive, 
but will increase the volume and profit- 
ability of their business. The accom- 
panying statement shows the trust lia- 
bilities of the six trust companies and 


the 11 banks as of March 31, 1954. 


How Customers Fared 


A word should be said about the 
fate of trust customers through the past 
fifteen years. Those whose property was 
of necessity invested in government 
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TRUST PROPERTY IN JAPAN 


(Combined report from 17 head offices and 
150 branches as of March 31, 1954.) 


(thousands) 
Money in Trust (for dis- 
cretionary investment) ——Yen 71,384,228 
Loan Trust (for investment 
in industrial loans, at pres- 
ent about 35% in electric 





power development) — 35,853,079 
Securities Investment Trust 
(for investment in securi- 
ae Se eee Omer -81,473,792 
Monetary Claim in Trust 
(alien property settlements 
and other special matters) 181,053 
Real Estate in Trust 23,002 
Other liabilities 9,236 
Yen190,447,502 


Of the above total, Yenl147,434,655,000 is 
under administration by the Trust Companies 
and Yen43,012,847,000 by the government ap- 
proved Banks. 





bonds during the war did not lose 
their principal, as these investments 
were “internal” bonds, on which the 
government has never defaulted. In the 
case of trust companies which lost their 
original identity through mergers, the 
assets of customers continued under 
trust administration, but by the newly 
formed institution. In the case of the 
trust companies which sold out their 
business to the stronger companies, the 
latter took over administration of the 
trust assets held. In general it may be 
said that trust customers have fared 
well in Japan, and that the trust busi- 
ness there has built up a fine reputation 
throughout the nation. 


Future Prospects 


Discussion has been widespread con- 
cerning competition between banks and 
trust companies in the past year, owing 
to the trust companies having moved 
into the banking business field. One re- 
sult has been the increase of trust ac- 
counts lasting for a short time only— 
many less than a year—in contrast to 
the traditional long-term trust account. 
A clearer distinction between trust funds 
and bank deposits is desired in this 
regard. 

Investment and loan trusts have in- 
creased under current legislation, and 
with the continuing growth of real es- 
tate trusts it is thought that the trust 
companies will more and more resume 
their former function of management 
of trustor’s properties. Owing to the 
creation of the loan trust, the trust 
companies will be a greater factor than 
ever before in building the industrial 
strength and stability of the nation. 





Public Curator of Queensland 
Reports Increased Activities 


The annual report from the Public 
Curator of Queensland, Australia, for 
the fiscal year ended June 30, 1954, re- 
veals that in the first year of operations 
(1916) total receipts were £281,533 as 
against £ 3,472,238 for the past year, and 
total disbursements were £ 223,418 com- 
pared with £3,369,462. The staff has 
grown from 39 to 221. Total assets under 
administration were £11,101,091, as 
against £ 9,973,300 in 1953. The Common 
Trust Fund, reported at £ 2,587,493, is 
invested in Commonwealth and Queens- 
land Government obligations. 


The following table shows the 1954 
breakdown by class of account: 





Number Value 
£ 
Testate: 2,802 5,311,779 
Intestate 1,869 1,685,271 
Trust 996 1,481,725 
Agency 257 294,722 
Convict 90 54,389 
Protected person - 71 249,722 
Mental patients 2,405 1,535,147 
Inmates 2,002 211,119 
Company liquidations - 22 93,881 
Unclaimed property _ 42 4,190 
Miscellaneous - 150 179,146 
Total. ... 10,706 11,101,091 
Sh 


New Zealand Public Trustee 
Reports Gains 


The annual report of Geo. E. Turney, 
Public Trustee of New Zealand, cites 
record high levels for both new business 
placed during the fiscal year ending 
March 31, 1954, and for total value of 
estates under administration at that date. 
New business from 4,020 estates and 
funds was valued at £10,961,201, com- 
pared with 3,937 estates and funds worth 
£10,118,199 in 1958. At the fiscal year- 
end 18,014 estates and funds worth 
£ 61,742,539 were under administration 
as against 17,809 valued at £ 58,242,100 
at the end of the previous year. The num- 
ber of wills deposited with the Public 
Trustee was slightly under that of the 
previous year, being 8,379 for 1954 and 
8,514 for 1953. 


The volume of the Common Trust Fund 
grew by a net increase of £673,882 to 
the sum of £ 20,648,114, invested mainly 
in mortgages (£ 12,258,802), Local bodies’ 
debentures (£3,450,060) and Govern- 
ment securities (£ 4,368,946). 


A A A 


@ A carefully designed six weeks’ course 
on “Understanding Banking Services,” 
worked out by Rutherford (N. J.) Na- 
tional Bank in conjunction with the 
Lyndhurst Board of Education, has been 
successfully conducted in the Lyndhurst 
High School. 
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Retirement Income 
(Continued from page 14) 


bined system would have produced an 
income that dropped about 30% within 
the three years following the great stock 
market crash of 1929. During this same 
period the cost of living dropped about 
25%. Thus the combined annuity would 
have dropped only 5% below the cost 
of living during this period. After 1932, 
the income would have increased faster 
than the increase in the cost of living. 
If purchasing power is our criterion, 
the combined system would have done 
a pretty good job even under the most 
severe conditions. The annuitant would 
not have fared well but he would not 
have been badly hurt. 


When a person buys an annuity, he 
has no way of knowing which way stock 
market prices or the cost of living will 
go. But one thing we know — at no 
point in the past has either of these 
factors remained the same for any long 
period of time; at no foreseeable time 
in the future are they likely to do so. 
Therefore, an annuity system which is 
predicated upon an assumption that 
there may be a change is a more realistic 
system than one that assumes no change. 


True Conservatism 


If we view our annuity problem in 
terms of providing real income to meet 
the actual needs of the beneficiary, 
there is no doubt that a combined system 
such as the TIAA-CREF system is the 
most conservative way of investing funds 
to provide an income in later maturity. 

The four methods of investing men- 
tioned in this article are all safe and 
prudent ways of investing when looked 
at in a certain way. The fourth method 
of balancing fixed dollar annuities with 
variable annuities, and combining in one 
program investments in bonds and mort- 
gages on the one hand with common 


stocks on the other, certainly rests upon” 


sound investment principles. The preser- 
vation of purchasing power is surely a 
desirable investment goal. Safety- of pur- 
chasing power is just as important as 
safety of principal or the constancy of 
dollar income. 


This fourth method is so new that it 
may find slow acceptance. But Ein- 
stein’s concepts of matter and energy 
were also slowly accepted at the begin- 
ning of this century. Now they are uni- 
versally recognized as having ushered 
in a new atomic age. So the TIAA-CREF 
balanced system may at first win con- 
verts slowly and then ultimately usher 
in a new age in investment thinking. 
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Trust Council Activities 


December meetings reported to T&E 
include: 


Los Angeles — “Partnership Buy and 
Sell Agreements Under the 1954 Code” 
were presented by Arthur B. Willis, at- 
torney and member of the Los Angeles, 
California and American Bar Associa- 
tions. 


Northeast Florida — “Taxation of 
Annuities Under the New Internal Rev- 
enue Laws” was discussed by Charles T. 
Akre, tax consultant, and Washington, 
D. C. attorney. 


Indianapolis — Newly elected officers 
to serve through 1955 are: President — 
Troy G. Thurston, C.P.A.; Vice Presi- 
dent — Ted W. Davis, assistant trust 
officer, American Fletcher National 
Bank & Trust Co.; Secretary — Henry 
J. Peirce, Massachusetts Mutual Life 
Insurance Co.; Treasurer — H. Gene 
Emery, attorney. 


Des Moines — “Taxation of Partners 
and Partnerships Generally” were dis- 
cussed by Loyal Keir, James Swift and 
Walter R. Brown with commentaries by 
William H. Zaiser, life underwriter. 


Detroit — “Practical Uses of Trusts” 
were presented by George J. Laikin, tax 
counsel in Milwaukee and Chicago. 

Philadelphia — “The Astute Tax- 
payer Under the 1954 Code” was the 
subiect of an address by John P. 
Hodgkin, C.P.A. 


Dallas — James L. Walsh, Jr., asso- 
ciate counsel of Southwestern Life In- 
surance Co., spoke on “Changes in the 


1954 Revenue Act Affecting Life In- 


surance.” 


El Paso — J. Carlton Smith, C. L. U., 
educational director of Southwestern 
Life Insurance Co., discussed “Changes 
in the 1954 Revenue Code Affecting Life 


Insurance.” 
A A 
C&S Offers Centralized 
Pension Plan 


The Citizens & Southern National 
Bank, Atlanta, unveiled in December a 
new low-cost method for putting profit- 
sharing plans within reach of any size 
bank. Believed to be the first of its kind 
in the Southeast, the plan permits a 
bank to design its own profit-sharing 
plan, and still benefit from reduced 
costs and increase investment diversi- 
fication through central administration 


by C&S. 


President Mills B. Lane, Jr., pointed 
out that C&S has had a profit-sharing 
plan since 1939, in which there are now 
more than 1,000 participants, and since 
1940, 1,600 more received their shares 
of the fund, totalling more than $1,140,- 
000. The C&S plan was announced to a 
December meeting of 185 heads and 
directors of banks in the Southeast who 
came to Atlanta for a forum discussion 
of profit-sharing. 


A A A 


@ The 9th Annual Pennsylvania Tax 
Institute will be held at the Nittany Lion 
Inn, on the campus of Pennsylvania State 
University, May 22-24. The theme of the 
conference will be “The New Revenue 
Code in Action.” 











Eight of the 17 “million-dollar” life insurance underwriters in Atlanta get a glimpse of a 


million dollars in cool, green cash in the above display arranged by trust officers of the 
First National Bank, who had underwriters who have sold more than a million dollars of 
life insurance during the past year as their luncheon guests recently. (L. to r.): James 
P. Poole, Guardian; William N. Thurman, Mutual Benefit; Sam H. Kumph, Northwestern 
Mutual; James T. Mills, Connecticut Mutual; Edward D. Smith, First National president; 
J. Ben Moore, trust officer of First National; Harry I. Davis, Massachusetts Mutual; James 
D. Fluker, National Life of Vermont; Louis F. Bunte, Northwestern Mutual; Robert B. 
Carr, National Life of Vermont. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“Men at Work .. . for you!” in a 
Fort Worth National Bank ad prove to 
be the members of the Fort Worth 
Business and Estate Council — attor- 
neys, accountants, life underwriters and 
trust officers. The illustration shows 
them at work and the text comments that 
the “Council works quietly and without 
fanfare, but their cooperative efforts are 


of great importance to the future wel- ° 


fare and security of you and your fam- 
ily . . . Their years of combined exper- 
ience, their professional skill and train- 
ing are employed in solving legal, tax, 
accounting and estate problems that 
affect the daily lives of you and your 
loved ‘ones.” 


“Two good men to know .. . your life 
insurance counsellor . your bank 
trust officer” are saluted in a Bankers 
Trust Co., Des Moines, ad stressing the 
importance of life insurance. Advance 
proofs, with dates of publication, were 
sent to local insurance underwriters 
with a covering letter calling attention 
to the advertising program and offering 
cooperation in estate programming for 
customers. 


In a similar approach to attorneys, 
Commerce Union Bank, Nashville, sent 
a letter to members of the Bar quoting 
the Midwinter Trust Conference address 
(T&E, 2/52, p. 81) of Howard L. Bark- 
dull, then president of the American 
Bar Association, who said that “the 
average lawyer, especially the man who 
has had any considerable amount of ex- 
perience in the field, prefers that his 
relationship be confined to that of at- 
torney, rather than confusing it with 
fiduciary responsibilities.” The letter ex- 
presses. the hope that the reader shares 
Barkdull’s viewpoint and encloses ad- 
vance proof of the bank’s advertisement 
which reads in part, “Plan your will 
carefully, have your lawyer write it, and 
name Commerce Union Bank executor.” 


“Knowledge is of two kinds. We know 
a subject ourselves or we know where 
we can get information about it.” This 
quotation from Samuel Johnson enables 
National Newark (N.J.) & Essex Bank- 
ing Co. to point out that few people 
have the direct knowledge needed for 
a “sound, legal Will” and therefore “on 
this important subject . . . it’s always 
wise to seek the advice and knowledge 
of your attorney” and the practical sug- 
gestions of the trust officer. 


“It takes planning to get there... 
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states an ad from First National Bank & 
Trust Co., Macon, Ga., which pictures a 
man’s hand tracing with a pencil and a 
road map the route of a proposed jour- 
ney. The text is brief and explains that 
to “get there” in making a Will “Your 
Will should be planned with an eye on 
your family’s particular needs. If it 
isn’t, the time may come when those 
needs will look startlingly big, and the 
ways of meeting them painfully small 
... We are helping a number of people, 
right now, with the financial aspects of 
their Wills. We'll gladly do the same for 
you — working closely, of course, with 
your lawyer, who will handle the legal 
side.” 


“Teach Your Wife to be A Widow” 
advises an ad of Puget Sound National 
Bank, Tacoma. Permission for use of the 
title and material from Donald I. 
Rogers’ book was obtained from the 
author, and a series of ads is being de- 
veloped on this theme. The first ad 
discusses the importance of a wife being 
informed on family financial matters, 
the practical value of a bank’s service as 
executor, and “most important of all, 
see an attorney ... make your will.” 


For those interested in “Using News- 
papers for Trust Advertising,” a particu- 
larly good article by Henry P. Sommer, 
Jr., vice president of Merrill Anderson 
Co., in the December FPRA Bulletin 
gives specific answers to pointed ques- 
tions, including costs, values and copy. 


A new series of newspaper advertise- 
ments, patterned along the lines of a 
weekly column on financial facts, has 
been made available to member banks 
by the Advertising Department of the 
American Bankers Association. The 
column, called “Money and Banking in 
Everyday Living,” is designed to be 
both an advertisement for the banks 
using it and a means of informing read- 
ers about the vital functions of money 


and banks in modern life. A typical ad- 
vertisement in the series includes a 
helpful hint on personal finances, a 
definition of a banking term, an ex- 
planation of a banking service, an “in- 
stitutional” paragraph describing how 
people benefit by banking at the adver- 
tiser’s bank, and a statement pointing 
up the economic importance of the char- 
tered banking system. 


“The Luck of the Insured . . .” de- 
picted by a horseshoe provides the 
theme of an ad from Central National 
Bank, Cleveland, and centers around 
the story of a man who wanted to im- 
prove his estate plan through the pur- 
chase of more insurance, but couldn’t. 
He was uninsurable. “We see in our 
work a great many estates composed 
largely of life insurance,” the ad states, 
“so we are well placed to appreciate how 
fortunate people are — often more so 
than they realize — to be able to buy 
it,” 


Forums 


A special meeting for atiorneys, at 
which the modern bank services in the 
management of estates and trusts was 
the main topic, was recently sponsored 
by Shelby National Bank, Shelbyville, 
Ind. Fred E. Schick, trust officer of 
Indiana National Bank, Indianapolis, 
explained to an audience comprising 
nearly all the Shelbyville attorneys the 
advantages of trust institutions, and dis- 
cussed Indiana’s new probate code, also 
calling attention to what he considered 
to be the inadequacy of the state’s trust 
laws. 


Three hundred women heard a discus- 
sion of wills and estate planning at the 
recent forum held by Wachovia Bank 
& Trust Co., Winston-Salem. 


The economic forum conducted re- 
cently by Trenton (N. J.) Banking Co. 
as part of its 150th anniversary cele- 
bration drew an attendance of several 
hundred to listen to four nationally 
known economists. In addition to gen- 
eral publicity, an invitation folder was 
mailed a month in advance to a selected 
list of businessmen and to the bank’s 
checking account customers. Ticket re- 
quests from the select list far outnum- 
bered those from the checking account 
group, and only a few requests came 
by way of a newspaper ad coupon. 


In conjunction with the Virginia Fed- 
eration of Women’s Clubs, a November 
all day forum for clubwomen was spon- 
sored by First National Exchange Bank, 
Roanoke. The topics presented were: 
“Three-D View of Banking,” “Money 
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From Central National Bank of Cleveland ad. 
(see p. 72) 





at Work,” and “Who Calls the Plays 
in the Market Place?” 


The 200,000 women’s clubs in the 
United States with a total membership 
of millions form a made - to - order 
audience for finance forums, Mary B. 
Leach stated in the December Banking. 
Women now have a great stake in the 
national economy, the author explained, 
because they have inherited large estates 
created by fathers or husbands during 
the past 75 years, a new sense of part- 
nership in the handling of money has 
developed between husbands and wives, 
and a large number of women — over 
19 million — are gainfully employed. 


A series of one-day forums for cor- 
respondent bank customers conducted 
by Third National Bank, Nashville, 
has been well received by the guests. 
The sessions include business develop- 
ment and operations problems and are 
limited to about 25 invited bankers. 


A highly successful series of three 
seminars for members of the Bar has 
been concluded by the Corporate Fidu- 
ciaries Association of Baltimore City. 
All members of the Bar were invited, 
and many older men and women came, 
although the program was aimed pri- 
marily at the more recent law school 
graduates, Planned by the Committee 
on Public Relations, of which C. C. 
Grasty, vice president, Mercantile-Safe 
Deposit & Trust Co., is chairman, the 
seminars included Pre-Planning for 
Wills and Trusts by W. Gibbs Mc- 
Kenney; Drafting Wills and Trusts by 
G. Van Velsor Wolf and Administra- 
tion Procedure by the Honorable 
Dulany Foster. 


Bank forums are more popular than 
ever, and some banks this year held 
their third, fourth or even seventh 
annual forum, Genieve N. Gildersleeve, 
assistant secretary of the ABA Trust 
Division, revealed in an article in the 
December 1954 Trust Bulletitn. The 7th 
annual forum was sponsored by First 
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National Bank of Minneapolis and ran 


for five weeks with an attendance ‘of 
600 women. There appears to be a trend 
toward opening forum sessions on wills 
and trusts to both men and women as 
a family group. 


Booklets 


“Is Your Will Tailor-Made?” the 
“Trust Thought of the Month” from 
Public National Bank & Trust Co., New 
York, points out that “frequently a 
client unintentionally distorts, conceals 
or hesitates to reveal all the pertinent 
facts” relating to a will. “Frankness in 
these confidential matters between coun- 
sel and client . . . would with more cer- 
tainty assure a ‘tailor-made’ will and 
forestall possible family discord and 
prevent wasteful litigation.” 


The oft-heard theme “I Cannot Afford 
A Trust Company” is dramatized by the 
current Crown Trust (Toronto) Digest 
in the story of a man with $60,000, a 
wife and four children, and an incur- 
able disease. He first concludes that his 
family “needs every cent” and he will 
appoint as executors his wife and his 
brother. The trust officer agrees with the 
objective of minimizing costs, but raises 
questions as to experience in estate 
settlement and investments, the brother’s 
availability to the wife, and the fate of 
the children if both should die. The solu- 
tion, with which the man and his wife 
finally agreed, was to appoint the wife 
and the trust company as coexecutors. 


The question, “Does a Small Business 
Have a Future?” is discussed by Pro- 
fessor Donald Cowan of the University 
of Michigan in a booklet quoted to good 
effect in the latest issue of Montreal 
Trust Co.’s Forethought. Dr. Cowan 
writes of “the cases you know of busi- 
nesses that just ran down to nothing 
after the original owner left.” The 
essential elements necessary to the life of 
the company, according to the professor, 
are “actual provision for legal transfer 
of ownership and provision for transfer 
of operating management.” He says that 
“the objective advice of an outside ad- 
viser” may be needed. 


One of the best booklets to come to 
our attention recently is the just pub- 
lished fourth, revised edition of First 
National Bank of Miami's brochure, 
“How the Tax Laws Can Save Thou- 
sands of Dollars for Residents of 
Florida.” Besides tax comparisons with 
eleven other states, special consideration 
of a Florida will and a Florida executor, 
and pictorial and verbal descriptions of 
the Trust Department, there are sec- 
tions on “Money Saving Opportunities 





in the New Internal Revenue Code of 
1954,” “The Estate Plan ... More Than 
a Will,” and “Several Modern Planning 
Methods That Save Unnecessary Taxes.” 
The booklet points out that mere resi- 
dence in Florida will not “automatically 
take full advantage” of all the ways of 
doing more for the family. “You need 
a Florida estate plan . . . and a Florida 
executor and trustee.” 


Quoting Socrates — and in Greek! — 
on the subject of specialization, Fidu- 
ciary Trust Co., New York, in a recent 
folder translates that the great philoso- 
pher pointed out that “things will be bet- 
ter done when each man is free from the 
distractions of other occupations to do 
the job for which he is best fitted and do 
it when it should be done.” The inside 
pages describe how this applies to Fidu- 
ciary’s investment management and liv- 
ing trust services. 


Radio and TV 


A new radio program — “Point of 
Law” — broadcast Mondays through 
Saturdays, is proving for Wells Fargo 
Bank, San Francisco, that law can be 
interesting. The program has received 
very favorable scoring and is constantly 
gaining in popularity. A pamphlet of- 
fered — “Your Will and Your Executor” 
— had to be withdrawn for a time to 
enable the trust department to catch up 
with the demand. Problems of poorly 
drawn wills, individual executors, joint 
tenancy, contracts, and other every day 
legal situations, provide the material for 
the broadcast. 


“The Star and the Story” — top 
drama with outstanding authors and 
players — is being co-sponsored by 
State-Planiers Bank & Trust Co., Rich- 
mond, Va. and P. D. Gwaltney Co., Each 
sponsor has full rights to the show on 
alternate weeks. State-Planters uses ani- 
mated cartoon commercials to present 
the various services of the bank and 
its convenient locations. 


Open House 


Formal opening of the new enlarged 
Trust Department quarters on the fourth 
floor of First National Bank, Kansas 
City, Mo., took the form of an Open 
House December 1-7. Six thousand in- 
vitations were mailed to customers and 
friends. Directors’ and trust officers’ 
wives were hostesses for coffee and tea 
served from 10:00 a. m. to 3:00 p. m. 
on the five days. The renovation will 
double the space available to the Trust 
Department which is credited with being 
the largest in the 10th Federal District. 
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Sprinkling 
(Continued from page 10) 


3. Corporate trustees experienced in 
handling trusts exercise their discre- 
tionary powers, including the sprink- 
ling power, with a great deal more care 
and understanding than is commonly 
understood.!* (Sometimes a client does 
not want to name a bank or trust com- 
pany as his trustee because it is “cold.” 
Often, he has no conception as to how 
the bank customarily exercises its dis- 
cretionary powers, and what is more, he 
knows no one at the bank except some 
vice president in charge of loans, who 
has no knowledge of the workings of 
the trust department. ) 


4. Regardless of the — standard 
chosen, equity will enjoin any clear 
abuse of the power conferred, and this 
is true even where the will prescribes 
no standard, but, to the contrary, pur- 
ports to confer “absolute and uncon- 
trolled discretion.”'* 


Combination of Powers 


The power of a trustee to sprinkle 
is not infrequently effectively combined 
with other powers such as the power 
to accumulate income, to invade prin- 
cipal, to pay annuities, to maintain a 
residence, or to pay premiums on life 
insurance. 


Combination with Trust to take out 
and Maintain Insurance. The testator 
may wish to provide for a trust to take 
out and maintain insurance on the life 
of his son. One of the main advantages 
of a trust to carry insurance on the 
life of a person other than the grantor, 
e.g., the son, is income tax saving 
which results from the fact that it is 
the trust—as distinguished from the 
son—which pays taxes on that part of 
the trust income which is used to pay 
premiums. In other words, the trust in- 
come used to pay the premiums is ac- 
cumulated and taxed accordingly.'® 


It is particularly desirable to com- 
bine the insurance feature with an au- 
thorization to sprinkle income, for this 
reason. The trustee, in order to procure 
a policy on the son’s life, would have 


WBenjamin, op. cit. fn. 5 at p. 109 et seq. and 
authorities there cited. At p. 118 et seq., Benjamin 
describes in detail the painstaking procedures reg- 
ularly followed by fourteen of the leading New 
York City trust institutions in exercising their dis- 
cretionary powers. Cf. McLucas, The Discretionary 
Trust, 92 TRUSTS AND ESTATES 824, 826 (1953). 


MScott, op, cit. fn. 1 at § 187. 


Kennedy, Federal Income Taxation of Trusts 
and Estates, at § 56.4 (1948); Mannheimer and 
Wheeler, Trusts of Insurance on Relatives’ Lives, 
27 Taxes—The Tax Magazine 453 (1949); also III 
The Journal of the American Society of Chartered 
Life Underwriters 238 (1949). 
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to get the son’s consent. The son would 
have to sign an application for the 
insurance and submit to a physical ex- 
amination. As would often be the case, 
the will may merely provide that any 
trust income not used to pay for the 
insurance should be paid to the son. 
It could then be argued that the son 
had it within his power to make the 
income his own simply by refusing to 
sign the application and to submit to 
an examination, and that therefore he 
had such “unfettered command” over 
the income as would warrant regarding 
it as his, even though it was actually 
used to pay premiums.'® One way to 
avoid this possible pitfall would be to 
provide that any income not used to 
pay premiums could be sprinkled among 
the son and his family. Then it could 
not be argued that the son had it with- 
in his power to make the income his 
own. 


On the other hand, combining the in- 
surance feature with a power to sprinkle 
principal might prove inadvisable be- 
cause if principal were distributed, it 
would be regarded as a distribution of 
the income used to pay premiums (and 
thus accumulated). Therefore, the prin- 
cipal distribution would be taxed as if 
it were income distributed to the ben- 
efiiciary if the principal distribution 
fell within the purview of the new five 
year throwback rule and were not pro- 
tected by one of the exceptions enumer- 
ated in IRC $665(b). One of those ex- 
ceptions is “emergency needs.” If it is 
desired to confer the power to sprinkle 
for purposes other than “emergency 
needs,” consideration should be given 
to dividing the available principal into 
two separate trusts—one, a combina- 
tion insurance and income sprinkling 
trust, and the other a trust, not contain- 
ing insurance, under which both in- 
come and principal may 
sprinkled. 


be freely 


Combination with other Powers to 
Achieve Flexibility. Considerable flexi- 
bility can be obtained by combining 
the power to sprinkle with other powers 
and powers of appointment. As applied 
to the father-son relationship, the fol- 
lowing will serve to illustrate: 


1. The son is appointed trustee, but 
an outside co-trustee is given the power 
to sprinkle not only income but also 
principal (even to the extent of all, if 
necessary) among a class composed of 
the son, his spouse and descendants. 
The will directs the co-trustee to give 
first consideration to the requirements 


16Cf, Alfred Cowles, 6 T.C. 14 (1946). 


of the son to the end that trust funds 
shall not be diverted to others if re- 
quired by the son to maintain a stand- 
ard of living prescribed in the will. 


2. The son is given the right to 
consume as much principal as may be 
necessary to enable him to maintain 
that standard of living. Under the Code, 
this is a’ non-taxable power, and it is 
to be noted that the power is vested in 
the son—not in the co-trustee.’7 If the 
necessity exists, the co-trustee is power- 
less to prevent its exercise. 


3. The son is given the exclusive 
right to decide all questions pertaining 
to trust investments.’® If there is a 
family corporation, the son is given 
the sole right to vote its stock.1® 


4. The son is given what, for all 
practical purposes, can be regarded as 
an unrestricted right to say at any 
time during his lifetime or in his own 
will what is to become of the trust 
fund.”° If he wants part of the fund to 
go to his own children he can decide in 
what proportions it shall be divided 
among them. Moreover, if the applic- 
able rule against perpetuities permits, 
he can decide whether it shall be held 
in trust for them, and if so, he can 
prescribe the terms of those trusts. If 
he chooses, he can confer on his own 
children rights, powers and privileges 
corresponding to those which he him- 
self possesses. 


5. Finally, the will can recite that 
in the event of unforeseen, drastic 
changes affecting property rights, taxa- 
tion, social, political or economic con- 
ditions, the disinterested trustee shall 
have the right to terminate the trust 


by paying over the entire fund to the 
son absolutely.”! 


A sprinkling trust containing the fea- 
tures enumerated would leave intact the 
tax advantages discussed without sacri- 
ficing flexibility and without barring 
the son from administrative control. 


Extended Use 


Though intensely mindful of their 
own income tax situation, men of means 
often have wills which plainly show 


“T.R.C. § 2041(b) (1) (A). 


Stephenson, Drafting Wills and Trust Instru- 
ments, 83 (1952). 


As to conferring certain powers exclusively on 
one of several trustees, see Stephenson, op. cit. 
fn. 18 at p. 90. 


20A power of appointment will not be taxable 
if it is not exercisable in favor of the donee, his 
estate, his creditors or the creditors of his estate, 
I.R.C. §§ 2041(b) (1) and 2514(c). 


21E.g., will of Frank A. Vanderlip, discussed jn 
Wormser, Personal Estate Planning in a Changing 
World 8 (1942). 
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that no thought whatsoever has been 
given to the heavy income tax burdens 
their families will face after they die. 
Because of a growing recognition of 
this situation and of the fact that 
sprinkling trusts can often be moulded 
to serve the natural objectives of testa- 
tors, more lawyers are advocating the 
use of such trusts, and trust companies 
are indicating an increasing readiness 
to accept and administer them.” 


When the facts warrant, the testator’s 
attention should be called to the prac- 
tical advantages and tax economies of 
the sprinkling trust. It may prove to 
be just what he really wants and ought 
to have. 


Benjamin, op. cit. fn. 5 at p. 89. 


A A A 


Simplified Trust for Gifts 
to Minors 


The Fiduciary Trust Co. of New 
York has developed a “simplified trust” 
for gifts of securities to minors. The 
two-page instrument incorporates in its 
wording the provisions of Section 2503 
(c) of the new Federal tax law so that 
there is no longer under most circum- 
stances a question of whether such gift 
can be considered a future interest and 
thus not allowed under the annual ex- 
clusion. 


Designed specifically to meet the 
problem of proper administration of 
such small trusts at reduced cost, it 
provides necessary diversification and 
investment management through the 
use of a mutual fund. While Fiduciary 
in descriptive literature calls attention 
to certain facts about the Hudson Fund 
which it helped to establish and for 
which it serves as Investment Adviser, 
it also suggests purchase of a mutual of 
the donor’s own choosing through his 
own broker. Kidder, Peabody and Co., 
in particular, the Trust Company states. 
are collaborating in the development 


of the “Simplified Trust.” 


The trust contemplates having a rela- 
tive or friend of the child act as co- 
trustee with Fiduciary Trust. The Com- 
pany makes a charge of three-tenths of 
% per annum of the principal value 
of the trust, with a minimum annual 
charge of $25 for each of the first two 
years and $50 per annum thereafter. If 
Hudson Fund is used as the investment 
Vehicle, Fiduciary realizes additional 
fees as Investment Adviser of four-tenths 
of 1% per annum based on the daily 
average of the net asset value of the 
trust. Duties as trustee are limited to 
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holding the mutual fund securities, do- 
ing necessary accounting and tax work 
and disbursing income and principal to 
the child as and when directed by the 
co-trustee. Upon termination in whole 
or in part, the corporate trustee receives 
one per cent of the amount of the cur- 
rent value of the cash or fund shares 
disbursed. The individual trustee serves 
without compensation. 


A A A 
2-Day Estate Planning Clinic 


Important new changes in estate plan- 
ning will be featured at a 2-day clinic 


on the 1954 Revenue Code given by the 
Practising Law Institute at the Hotel 
Commodore, New York City, Friday and 
Saturday, February 11 and 12. Joseph 
Trachtman, author of the Institute mono- 
graph on “Estate Planning,” will preside 
over a panel of expert tax planners. 


Typical problems of testators in vary- 
ing economic circumstances will be 
analyzed. Program coverage includes 
estates and trusts, insurance planning, 
annuities, estate and gift taxes and in- 
come taxation of estates and trusts. 


Tuition fee for the 2-day program is 
$25 or $12.50 per day. Registration and 
inquiries should be sent to the Institute, 
20 Vesey Street, New York 7. 
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WHEN PALM SPRINGS WAS JUST 
AN, A SPECK ON THE DESERT... 


~~ 


In 1913, when Palm Springs 
was still a sleepy little spot 
with a single store and a road- 
side inn on a desert dirt road— 
this Bank had been conducting 
a Trust Service for Southern 
Californians for a decade. 


TRUST DEPARTMENT 


ECURITY- FIRST 


NATIONAL BANK 


OF LOS ANGELES 





Head Office: Sixth and Spring Sts. 
Telephone MUtual 0211 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


INCOME TAX 


Beneficiary of life insurance not lia- 
ble, as transferee, for income taxes of 
insured. Decedent’s estate was liable 
for income taxes due for year prior to 
death but was insolvent and unable to 
pay. Decedent’s wife was beneficiary of 
insurance proceeds on decedent’s life. 
Prior to death decedent had right to 
change beneficiaries. United States 
brought action against wife to recover 
income taxes due from decedent, alleg- 
ing that she was liable as transferee 
under Sec. 311 of 1939 Code. District 
Court granted summary judgment in 
favor of Government. 


HELD: Reversed. No proof is offered 
as to when insured became insolvent or 
whether purchase of policy prejudiced 
creditors. The insurance proceeds were 
never property of decedent or his es- 
tate. Accordingly, beneficiary is not 
transferee of decedent’s property to 
extent of insurance proceeds. United 
States v. New, 7th Cir., Dec. 2, 1954. 


Profit-sharing plan not required to 
have fixed contribution formula. Tax- 
payer created employee profit-sharing 
plan which qualified under provisions of 
Sec. 165(a) of 1939 Code. In 1936, plan 
was amended to require employer, con- 
tributions of 5% of net profits not to 
exceed 15% of total participants’ com- 
pensation. Company reserved right to 
amend plan. In _ subsequent taxable 
years, company’s board of directors 
voted contributions to plan which ex- 
ceeded 5% of net income. Commission- 
er’s deficiency disallowing deductions 
exceeding 5% of net income was sus- 
tained by Tax Court, which held that 
company is bound by fixed formula 
adopted even though it had right to 
have flexible formula for employer con- 
tributions. 


HELD: Reversed. Since law’s require- 
ments are satisfied without adoption of 


fixed formula, company could amend 
plan to change amount of contributions 
in any year, the right to amend being 
reserved. Directors’ vote of additional 
contributions was informal amendment 
of plan and contributions were deductible 
in full. McClintoch-Trunkey Co. v. Comm., 
“9th Cir., Dec. 7, 1954. 
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ESTATE TAX 


Trust corpus included in gross estate 
where grantor reserved power to grant 
additional powers to trustees. Decedent 
transferred property in trust for desig- 
nated beneficiaries. In addition to grant- 
ing regular powers to trustees, decedent 
reserved right to grant additional pow- 
ers to trustees. Executors sued for re- 
fund of estate tax deficiency based upon 
Commissioner’s claim that decedent re- 
tained power to alter, amend or revoke 
under Sec. 812(d)(2) of 1939 Code. 


HELD: Refund denied. Plaintiff con- 
tends that right to grant additional 
powers was limited to grant of addi- 
tional powers similar to those set out in 
trust. It is found, however, that reser- 
vation of right was unlimited. Because 
of this reserved power, gift in trust 
was incomplete until decedent’s death 
and trust propert ywas properly includ- 
able in his gross estate. Fidelity Union 
Trust Co. v. United States, Ct. Cls., 
Nov. 30, 1954. 


Informal trusts excluded property 
from decedent’s gross estate. In an 
effort to equalize holdings of children, 
decedent purchased shares of stock for 
her two sons. Certificates were issued 
in her name as trustee for sons and 
dividends were placed in savings ac- 
count with decedent as trustee. Decedent 
held property as trustee because two 
sons were minors. Commissioner as- 
sessed estate tax deficiency contending 
that such property was includible in 
gross estate. 


HELD: Commissioner overruled. Facts 
show decedent’s intention to make pres- 
ent irrevocable gifts to children. Trans- 
fer of shares of stock was not revocable 
nor did decedent retain any interest tax- 
able under Sec. 811(c) of 1939 Code. 
Value of stock and account balances are 
not properly includible in decedent’s 
estate. Estate of Lily Koster, T.C. 
Memo. 1954-191, Nov. 10, 1954. 


Trust included in estate of decedent 
who reserved right to appoint remain- 
dermen. Decedent created trust provid- 
ing for income to be paid to daughter 
until death of decedent, principal to be 
distributed among heirs as decedent by 
will appointed. In default of appointment 


trust was to be distributed to daughter. 
Commissioner assessed deficiency con- 
tending that entire value of trust be 
included in decedent’s estate. 


HELD: Commissioner sustained. Un- 
til her death, decedent retained power 
to designate who, among her heirs, 
would take the trust property. This 
reservation makes the trust taxable in 
her estate under Sec. 811(c) and 811 
(d) (1) of 1939 Code. Estate of Anton- 
ina Toni Halberstam, T.C. Memo. 1954- 
208, Nov. 30, 1954. 


United States Bond, Series G valued 
at par in decedent’s estate. Decedent’s 
representatives valued Series G Bonds 
in estate at redemption price at date 
of death. Series G Bonds pay 2%% in- 
terest and are redeemable by owner at 
less than par prior to maturity. Such 
bonds are not otherwise transferable. 
Within 6 months after owner’s death, 
bonds may be redeemed at par. Tax 
Court sustained Commissioner’s defici- 
ency based on valuation of bonds at 
cost or par. 


HELD: Affirmed. There was no re- 
quirement that bonds be redeemed at 
death. Since bonds could be retained, 
other incidents of ownership could be 
considered in determining value. Fact 
that bonds were not transferable and had 
no market price does not prevent their 
valuation at death. Cost is proper ele- 
ment in determining value. Tax Court 
had sufficient basis to value bonds at 
par, considering their cost, the right to 
hold bonds until maturity and right to 
redeem within 6 months of death at‘ 
par. M. S. Collins v. Comm., 5th Cir., 
Nov. 9, 1954. 


Divorced wife’s right to one-third of 
decedent’s estate held to be deductible 
claim. Decedent and wife entered into 
separation agreement under New York 
law which provided for one-third of de- 
cedent’s estate at death to pass to wife 
in consideration of her relinquishing all 
other rights. Agreement specifically 
provided for its continued effect after 
any divorce decree. Subsequent Nevada 
divorce decree incorporated agreement. 
Tax Court overruled Commissioner’s 
estate tax deficiency finding that amount 
paid to divorced wife was deductible 
claim under Sec. 812(b)(3) of 1939 Code. 
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HELD: Affirmed. Controlling issue is 
whether payment from estate was 
founded upon separation agreement. 
Since relinquishment of marital rights 
is not considered proper consideration, 
payment based upon separation agree- 
ment would not be deductible. If based 
upon divorce decree, deduction would be 
allowed. Prior cases had inferred that 
obligation is founded upon divorce de- 
cree only where separation agreement is 
contingent upon acceptance of terms by 
Court. However, Supreme Court’s deci- 
sion in Harris v. Commissioner was 
considered as allowing deduction of 
such payment as decreed by Court re- 
gardless of survival of separation 
agreement. After consideration of leg- 
islative history, Court finds that pay- 
ments made by estate pursuant to di- 
vorce decree are properly deductible 
and that terms of agreement as to sur- 
vival shall not control. Commissioner v. 
Watson, 2d Cir., Nov. 8, 1954. 


Charitable remainder subject to in- 
vasionary powers capable of valuation. 
Decedent’s will created trust giving wife 
income for life with remainder to char- 
ity. Trustee is authorized to invade prin- 
cipal for wife’s benefit as it, in its dis- 
cretion, deemed necessary “to meet any 
unusual demands, emergencies, require- 
ments or expenses for her personal 
needs that may arise from time to time.” 
Commissioner assessed deficiency, con- 
tending that no part of decedent’s es- 
tate could be considered as passing to 
charity since charitable remainder was 
incapable of valuation. District Court 
allowed refund of estate tax deficiency 
paid, finding that power of invasion was 
limited to ascertainable standard capa- 
ble of valuation and further found that 
no invasions of principal would be made. 


HELD: Reversed. The will created 
powers to maintain wife according to 
her accustomed way of living. This is 
an objective standard capable of val- 
vation. Accordingly, it was proper for 
District Court to estimate the possibility 
of invasions in order to determine value 
of charitable remainder. Case was 
remanded for new trial, however, since 
improper evidence was admitted show- 
ing circumstances after decedent’s death. 
Valuation must be based upon facts as 
presented at time of decedent’s death. 
Lincoln Rochester Trust Co. v. Me- 
Gowan, 2d Cir., Nov. 15, 1954. 


GIFT TAX 


Gift to unfunded insurance trust does 
not qualify for marital deduction. Tax- 
payer created insurance trust for wife 
which gave wife life income and general 
power of appointment. Policies of in- 
surance on taxpayer’s life were trans- 
ferred to trust. In 1948, taxpayer paid 
premiums on insurance, reported amount 
as gift and deducted one-half as marital 
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deduction under Sec. 1004(a)(8)(E) of 
1939 Code. Commissioner disallowed de- 
duction and assessed deficiency. 


HELD: Commissioner sustained. Only 
property in trust was insurance on tax- 
payer’s life. No distributable income was 
realized nor was there an intention that 
trust earn income prior to taxpayer’s 
death and payment of insurance pro- 
ceeds. Even though gift to trust would 
otherwise qualify for marital deduction, 
no deduction is allowed under Regs. 108, 
Sec. 86.16(a). These regulations provide 
that trust of unproductive property will 
not qualify for marital deduction unless 
trustee can convert such property into 
productive property. There is no provi- 


sion for such reinvestment and fact that 
trust provides for income to be distrib- 
uted to wife is not controlling when 
there was no intention that any income 
be realized until taxpayer’s death. Reg- 
ulation is proper interpretation of stat- 
ute. Estate of Smith, 23 T.C., No. 44, 
Nov. 29, 1954. 


REVENUE RULINGS 


Income Tax: Gain on sale of residence 
taxable to trust. Trust was created pro- 
viding for payment of income for life 
to beneficiary. Trust purchased house 
used as residence by beneficiary. Sub- 
sequently, house was sold and proceeds 
used to construct new home. 
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Service rules that gain upon sale of 
house is taxable in full to trust. Non- 
recognition provisions of Sec. 112(n) of 
1939 Code where proceeds are used to 
purchase new residence are not applic- 
able. That section requires that house 
be used as principal residence of tax- 
payer. Trust owned properties, not 
beneficiary, and trust cannot qualify as 
person who used property as principal 
residence. Rev. Rul. 54-583, I.R.B. 1954- 
50, p. 14. 


Gift tax: Gift in trust may be valued 
though subject to donor’s right to in- 
come and/or principal: Donor made gift 


in trust directing trustee, in his discre- 
tion, to pay out to donor so much income 
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and principal as is necessary for donor’s 
support. Upon donor’s death, trust prop- 
erty is to be distributed to his children. 


Service rules that in a case where 
donor transfers all his income-producing 
property to trust reserving income and 
principal for support, amounts required 
for his support can be determined and 
valued to extent property transferred 
exceeds value of annuity. Rev. Rul. 
54-538, I.R.B. 1954-47, p. 26. 


Income Tax: Exclusion of lump sum 
payments from qualified pension plan. 
Up to $5,000 of death benefits payable 
to beneficiary of participant in qualified 
pension plan may be excluded from in- 
come under provisions of Sec. 22(b)(1) 
(B) of 1939 Code. However, applicable 
regulations provide: that no exclusion 
is allowed for payments with respect to 
which decedent had non-forfeitable right 
prior to death. In particular pension 
plan, employee terminating his services 
forfeited right to part of employer’s 
contributions. However, upon his retire- 
ment or death, full amount was distrib- 
uted. 


Service rules that $5,000 exclusion is 
applicable to excess of lump sum death 
benefits over amount which would have 
been paid upon. employee’s voluntary 
termination of service. Employee pos- 
sessed non-forfeitable right to latter 
payment. Rev. Rul. 54-531, LR.B. 1954- 
4%, p. 17. 


Estate Tax: Proceeds of assigned life 


insurance policy taxable where  pur- 
chased as part of insurance-annuity 
combination. In Harrison v. Bohnen, 


decedent purchased single premium life 
insurance policy in combination with a 
life annuity. Because of advanced age, 
the insurance policy would not have 
been issued without the annuity. Imme- 
diately after purchase, the insurance 
was assigned to beneficiaries. Court of 
Appeals held contracts were divisable 
and decedent was not taxable on insur- 
ance proceeds after assignment. Supreme 
Court affirmed by equally divided court. 


Service rules that it will not follow 
Bohnen decision. Affirmance by divided 
court is not authority in lower courts. 
Accordingly, Service will follow Burr 
and Conway decisions which held that 
insurance-annuity combination was in- 
separable. Thus, assignment of insur- 
ance policies, in effect, resulted in trans- 
fer with income retained for life and 
s taxable under Sec. 811(c) of 1939 
Code. Rev. Rul. 54-552, I.R.B. 1954-48, 
p. 25. 


Gift Tax: Revocable trust does not 
create completed gift. 

Service rules that no gift has been 
made for gift tax purposes where 
grantor created trust which could be 
revoked upon the happening of an event 








within grantor’s control. Rev. Rul. 54- 
537, I.R.B., 1954-47, p. 25. 


Estate Tax: Widow’s lmited power 
of invasion does not qualify insurance 
proceeds for marital deduction. Life in- 
surance settlement option provided for 
monthly interest payments during wife’s 
life. Upon her death, remaining pro- 
ceeds are to be paid over to decedent’s 
children. Wife was given power to make 
one withdrawal of an amount not to 
exceed one-half the proceeds. 


Service rules that no part of insur- 
ance proceeds qualifies for estate tax 
marital deduction. Under Sec. 812(e) (1) 
(G) of 1939 Code for such proceeds to 
qualify, the wife’s power must extend 
over the entire fund. There was no 
segregation of proceeds into two sepa- 
rate funds. Thus, power of withdrawal 
was not over entire proceeds and stat- 
utory requirements were not statisfied. 
Rev. Rul. 54-553, I.R.B., 1954-48, p. 27. 


Income Tax: Trust income not taxable 
to grantor as owner thereof. Taxpayer 
created trust for benefit of children 
designating himself as trustee. Trustee 
could accumulate income or, in his dis- 
cretion, could distribute such amounts 
to guardian of beneficiaries. Trust was 
to terminate when youngest child at- 
tained age 21. If both beneficiaries died, 
entire trust devolved to heirs of last 
surviving child. Trustee was granted 
broad administrative powers, but no 
loan of money nor transfer of trust 
property could be made to taxpayer. 


Service rules that income of trust 
is not taxable to grantor as substantial 
owner thereof under Reg. 118, Sec. 39. 
22(a)- 21. Taxpayer did not retain re- 
versionary interest nor did he retain any 
power of disposition of trust property. 
Though taxpayer, as trustee, had broad 
administrative powers, none could be 
exercised for his benefit. Service re- 
tained right, however, to tax to grantor 
any distribution of income used to sup- 
port beneficiaries if grantor, at such 
time, was legally obligated to support 
them. Rev. Rul. 54-516, I.R.B., 1954-46, 


p. 7. 


A A A 


To CHECK TAX ABUSE ON GIFTS 
TO CHARITY 


Secretary of the Treasury Humphrey 
has directed the Commissioner of Inter- 
nal Revenue to investigate alleged abuses 
under which taxpayers secure double tax 
deductions by giving securities away. 


The alleged abuses involve purchase of 
high premium bonds to secure a tax de- 
duction for amortization of the bond 
premium and then an additional tax 
deduction for a later gift of the same 
bonds to foundations or charitable or- 
ganizations. 
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Insurance Taxation 
(Continued from page 18) 


(determined by actuarial tables). As- 
sume such interest is $3,000; when 
added to the $12,500 it totals $15,500; 
this amount subtracted from $50,000 
results in a figure of $34,500. Divide 
this by 15 and it equals $2,300—the 
amount to be excluded from <A’s in- 
come for his entire life, while $600 
will be included. 


Joint and Survivor Annuity 

Example: A purchases for $50,000 
an annuity contract which will pay 
him and his wife $2,900 per year dur- 
ing their joint lives and during the 
life of the survivor. At the date of 
the first annuity payment, their joint 
life expectancy is 20 years. The ex- 
cluded portion of each $2,900 pay- 
ment will be $50,000 divided by 20 or 
$2,500. The balance or $400 will be 
subject to income tax during the lives 
of both, or the survivor of them. 


Dividends received as part of an- 
nuity proceeds after January 1, 1954 
are to be subject to income tax in 
full. 


Any annuity payments received 
tax free prior to January 1, 1954 
will be deducted from the net paid 
premiums to determine adjusted net 
cost. This adjusted value will then 
be subject to Section 72 using the life 
expectancy of the annuitant as of 
January 1, 1954. The excluded part 
of each payment is then determined 
by dividing adjusted net cost by the 
remaining number of installments. 


Example: A purchases for $50,000 
an annuity contract which will pay 
him $5,300 per year for 10 years. A 
received his first annual installment 
in 1953. Under prior law, no part of 
the proceeds was subject to income 
tax. Therefore, in the taxable year 
1954, the net cost of the contract 
($50,000 less $5,300, or $44,700) is 
divided by the remaining fixed num- 
ber of installments (9). This is 
$4,966.67, the annual portion to be 
excluded, while the difference ($333.- 
33) is subject to income tax. 


If payments are made for life, 
whether under an annuity, endow- 
ment, or life insurance contract (paid 
other than by reason of the insured’s 
death) proceeds are taxed as de- 
scribed earlier. 


If proceeds are taken in a single 
sum under a life insurance, endow- 
ment or annuity contract, the tax is 
computed as under prior law but it 
cannot exceed the tax which would 
be payable if proceeds had been re- 
ceived equally in three installments, 
one in the year of receipt, and the 
other two in the two preceding years. 


If a fixed number of installments 
(not dependent on recipients’ life 
expectancy) is used, the excluded 
part of each installment is found by 
dividing the net cost of the contract 
by the fixed number of installments. 


January 1955 


Example: A purchases for $50,000 
an annuity contract which will pay 
him $5,300 per year for 10 years. 
The net cost of the contract ($50,000) 
is divided by the fixed number of 
installments (10). This is $5,000. 
Therefore, $5,000 of each annual in- 
stallment is excluded while the differ- 
ence ($300) is subject to income tax 
on ordinary basis. 


The rules described above apply to 
amounts received under a matured 
endowment contract if the policy- 
holder elects to take such payments 
within 60 days after he has the right 
to receive a single sum. If the policy- 
holder elects to take income payments 
after the 60 days, then the lump sum 
will be taxable in the year of matur- 
ity under the doctrine of constructive 
receipt. 


Interest payments continue to be 
fully includable in gross income if 
any amount is held under an agree- 
ment to pay interest thereon.” 


(c) Income to Beneficiary of 
Deceased Annuitant 


The amounts payable in one sum or 
in installments upon the death of the 
annuitant, whether before or after an- 
nuity payments commence, in full dis- 
charge of the obligations under the 
contract, will be received tax free by 
the beneficiary, unless such amount, to- 
gether with other amounts previously 
received tax free, exceeds the premium 
cost or other considerations paid for 
the contract. Only such excess, if any, 
will be included in gross income. 


Benefits under Pension or 


Profit-Sharing Plan 


As to benefits other than life insur- 
ance paid to a beneficiary by reason of 
the death of an employee covered under 
an approved pension or profit-sharing 
plan, the amount included in the dece- 
dent’s gross estate is that part of the 
value at decedent’s death which is pro- 
portionate to that part of the purchase 
price contributed by the decedent. Thus, 
if decedent contributed one-half of the 
cost of the contract, one-half of the 
value would be included in decedent’s 
gross estate. Provided, however, that 
if the payment is made to the executor, 
then all of the amount is included in 
the decedent’s gross estate. 


Although the treatment of payments 
of insurance proceeds by reason of 
policies on the employee’s life is not 
spelled out, it appears that at least a 
portion of such proceeds is excluded 
from the decedent’s gross estate. If the 
plan is non-contributory, the excluded 
portion of the payment would appear 
to be the amount of the policy reserve. 


If the employee makes a contribution 
and the Plan is silent regarding the 
application of such contribution, then 
the excluded amount would probably 
be reduced by the amount of the em- 
ployee’s contribution. 

As in the case of personally owned 
annuities, the beneficiary would be en- 
titled to a deduction from gross income 
of that amount of estate tax attributable 
to such insurance proceeds, spread 
equally over the pay-out period. 

In general the amounts received by 
an employee would be taxed in ac- 
cordance with the new annuity rules 
except that the three-year proration of 
gain upon receipt of a lump sum does 
not apply. Also, employer contributions 
are not considered as a part of the cost 
in determining the amount included in 
the employee’s gross income. 

The capital gains treatment of lump 
sum payments remains unchanged and 
has been extended to include qualified 
annuity plans as well as qualified trusts. 
Similar treatment applies to lump sum 
payments payable by reason of the em- 
ployee’s death, whether before or after 
his termination of service. 


As to plans funded by life insurance 
policies, the Code is silent regarding 
the taxation of the employee and his 
beneficiary with respect to premiums on, 
and policy proceeds of, insurance poli- 
cies on the employee’s life. No doubt 
the regulations provide that the term 
cost will continue to constitute taxable 
income to the employee and that the 
death proceeds will be received tax free 
to the extent that they exceed the policy 
reserve immediately prior to the in- 
sured’s death. 


The benefits included in the employ- 
ee’s gross income are, to the same ex- 
tent, included in the beneficiary’s gross 
income after the death of the employee 
—except that the $5,000 gross death- 
benefit exclusion is applicable as is 
also the $1,000 spouse’s exclusion. 

A A A 
N. Y. Life Creates New Pension 
Program 

New York Life Insurance Co. has in- 
troduced a pension trust program which 
includes a special series of life insur- 
ance and annuity policies. A total of 
16 new plans — 9 life insurance and 7 
annuity — have been designed to meet 
the needs for a wide variety of normal 
retirement ages ranging from 60 to 75. 
The program is designed especially for 
small businesses where retirement prob- 
lems can best be solved from individual 
insurance and annuity policies. Michael 
M. McKenny, C.L.U., is manager of pen- 
sion trust sales and administration. 
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WHERE THERE'S A WILL 


JAMES HOWELL STREET, author of “The 
Gauntlet,” “Tap Roots” and many other 
best-sellers, declaring in his will that a 
substantial part of his estate would 
probably consist of royalty and literary 
rights, requested his executor-trustee, 
Durham (N. C.) Bank & Trust Co., to 
delegate to his named agent complete 
authority to handle such rights. The 
bank is further authorized to employ a 
successor on the agent’s death or re- 
triement. Estimating that the value of 
real estate held as tenants by the en- 
tireties and life insurance payable to 
Mrs. Street would exceed one-half of his 
adjusted gross estate, the noted novelist 
nevertheless bequeathed to his wife, “to 
secure all possible advantage from the 
Federal estate tax marital deduction,” 
the amount of the maximum allowable 
deduction less the real estate, insurance 
and personal items passing under the 
will. 


The residue is placed in trust, to be 
divided into three equal shares, that be- 
ing the number of children. The income 
is to be added to principal from which 
Mrs. Street is to receive such amounts, 
charged equally against each trust, as 
the trustee deems reasonably necessary 
(in addition to other funds known to it 
to be available) for her support, comfort 
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and care. The trustee may also pay to 
the child for whom the trust is estab- 
lished such sums as seem to be for the 
best interest of the child, but only after 
careful consideration of Mrs. Street’s 
immediate and possible future needs. 
The will suggests a minimum of $30,000 
(other than royalty and literary rights) 
in each trust as a reserve for such pur- 
pose. The trust as to each part will ter- 
minate upon the last death of Mrs. Street 
and the three children or when the last 
of those grandchildren living at the testa- 
tor’s death reaches 35 years of age. Dis- 
tribution will be to the issue as a group. 


ARTHUR C. STEINBACH, president of 
Asbury Park’s Berkeley-Carteret Hotel 
Company, beach-front scene of many 
major banking and other conventions, 
bequeathed one-half of his estate to his 
wife provided she survived him for ten 
days: One-eighth of the estate goes to a 
former wife and the rest equally to three 
children. In naming his wife, his ac- 
countant and Fidelity Union Trust Co. 
of Newark as executors, Mr. Steinbach 
authorized them to place one or more 
shares of the hotel stock in the name 
of a nominee to qualify for the Board 
of Directors. The executor must consult 
another accountant friend on any prob- 
lems in the operation of the hotel proper- 
ty or the sale thereof. 


Dr. GoRDON B. NEW, a pioneer in the 
organization of the Mayo Clinic at 
Rochester, Minn., declared in his will 
that it had been carefully planned and 
therefore desired that his wife assent to 
it and cooperate with the plan “which I 


am confident will work to the advantage 
and welfare of herself and the family 
as a whole.” To Mrs. New the interna- 
tionally famed plastic surgeon gave 
$30,000, stock in a brick company and 
the income from a trust of the rest of 
the estate. The executor-trustee, First 
National Bank of Minneapolis, is author. 
ized to use principal in its discretion for 
the comfort, maintenance and general 
welfare of Mrs. New and their two sons. 
With her consent, the bank may pay prin- 
cipal to either of the sons to enable them 
to establish themselves in business. 


After Mrs. New’s death, the trustee 
is authorized to pay income to either of 
the sons, the determination of the 
amount, if any, to be made by the trus- 
tee. Principal will be paid over to them 
at age 35, if then living, otherwise one- 
third to their widows and two-thirds to 
their children. In default of any living 
beneficiaries, the trust fund will go to 
the Mayo Foundation for Medical Re- 
search, preferably for study of plastic 
surgery. 


WILLOUGHBY F. RICHARDSON, former 
freight traffic manager of Baltimore & 
Ohio Railroad, bequeathed to his son 
$25,000 and the income from a trust of 
the rest of the estate after legacies total- 
ling $3,900 for other relatives. Should 
the income be insufficient to provide the 
son with suitable support, maintenance 
and reasonable expenses in case of ill- 
ness or other emergency, principal may 
be used for those purposes by the trus- 
tees — the son, United States Trust Co. 
of New York and a vice president of 
the trust company. At age 35 the junior 
Richardson is to receive one-third of the 
trust fund and the remainder at 40. The 
trustees are also named as executors. 
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ON THE PUBLICITY FRONT 


Book 


How to Work with Internal Revenue 

Code of 1954 

Journal of Taxation, Inc., 33 W. 42nd St., New 

York 36; 577 pp. $9.50. 

This volume contains the papers pre- 
sented last September at a symposium 
on the Code conducted by the Federal 
Tax Forum, Inc. The 45 expert discus- 
sions cover every significant aspect of 
taxation under the new law. Included are 
six analyses of estate, gift, and fiduciary 
income taxation, four on pension, profit 
sharing and deferred compensation. In 
easy-to-read type, this book should be a 
handy desk companion. 


ARTICLES 


Internal Revenue Code of 1954: Es- 
tate Planning 

A. JAMES CASNER. Harvard Law Review, 

Dec. 1954 (Cambridge; $1.25). 

This first of a two-part article deals 
with the changes in estate planning tech- 
niques indicated by the new tax law with 
reference to inter vivos trusts and life 
insurance. Following relatively brief dis- 
cussion of the few revisions affecting re- 
vocable trusts, the bulk of the article 
analyzes the income, estate and gift tax 
modifications touching other types of in- 
ter vivos trusts. The examples on the new 
Clifford rules are particularly helpful. 
Similarly, ilfe insurance programming is 
treated from the respective angles of the 
three taxes, with illuminating emphasis 
on transfer problems. 


Settlement of a Decedent’s Estate 


BART A. BROWN. Kentucky Law Journal, 

May 1954. (Lexington; $2) 

Although particular reference is made 
to Kentucky law, this article is valuable 
generally as a guide in the administra- 
tion of testate estates. Steps to take in 
dpening administration, a time schedule, 
notices, records, payment of claims, dis- 
tribution — all are handled with empha- 


sis on the practical, business and account- 
ing aspects. A check-list of 39 items 
should prove especially helpful. 


Legal Effect of Contracts to Devise 
or Bequeath 


BERTEL M. SPARKS. 


In the December issue of T&E (p. 
1145), the first part of this article, pub- 
lished in the November Michigan Law 
Review, was noted. Like it, the install- 
ment in the December Review deals with 
effects prior to the death of the promisor, 
in this case under the heading of nature 
of the relationship and promisor’s right 
to rescind. 


The enforcement of such contracts 
after the death of the promisor is dealt 
with by Professor Sparks in the Decem- 
ber Minnesota Law Review. Phases 
treated are the effect of such a contract 
on probate, legal remedies available to 
promisee, specific performance and other 
equitable remedies, priority and abate- 
ment, spouse’s rights, statute of limita- 
tions and other bars to recovery. 


Problems in the formation of contracts 
to devise or bequeath are covered by Pro- 
fessor Sparks in the Fall issue of Cornell 
Law Quarterly. Treated are sufficiency 
of evidence, joint and mutual wills, ade- 
quacy of consideration, dead man 
statutes, statute of frauds. 


Duties and Liabilities of Stock Trans- 
fer Agent under Uniform Commer- 
cial Code 


Note, Univ. of Pennsylvania Law Review, Nov. 
1954 (3400 Chestnut St., Philadelphia; $1.25) 


Although the Code has thus far been 
adopted only in Pennsylvania, this analy- 
sis should be useful elsewhere as well 
in view of the movement to have the 
Code enacted in other jurisdictions. 
Recognizing the laudable objective of ac- 
celerating stock transfer by reducing the 
liability of corporations and their trans- 
fer agents for wrongful registration, the 
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Note explores some of the problems 
which may arise under the new pro- 
visions. These are catalogued under: ef- 
fect of notice of adverse claim, unauthor-- 
ized signature, claim te an interest in 
security, when does agent have notice of 
claim, remedies of owner and purchaser 
against transfer agent. The conclusion is 
that the Code’s purpose is achieved in 
only a limited number of situations. 


ARTICLES ON 1954 CoDE 


Compensation of Executives, by Harry 
J. Rudick: Taxes, Jan. (214 N. Michigan 
Ave., Chicago 1; 60¢) 


Pension and Profit Sharing Trusts, by 
John R. Lindquist: Jbid. 


Income Taxation of Estates and Trusts, 
by William K. Carson: N. Y. Certified 
Public Accountant, Dec. (677 Fifth Ave., 
New York 22; 50¢) 


Estate and Gift Taxes, 
Ibid. 


by Price: 


Substantive Changes, by Kenneth L. 
Black: Univ. of Florida Law Rev., Fall 
(Gainesville; $1.25) 


Estate Planning, by Merle H. Miller 
& H. Gene Emery: Notre Dame Lawyer, 
Dec. (Notre Dame, Ind.; $1.25) 


Taxation of Estate and Trust Income, 
by Roger P. Peters: Ibid. 








“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 
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RECENT FIDUCIARY DECISIONS 


ACCOUNTING — Court — Remainder- 
men May Not Object to Trustee’s 
Report 


Nebraska—Supreme Court 
In re Rubeck’s Estate, 66 N.W. (2d) 809. 


The will gave the widow a life estate 
in farm and other property. The execu- 
tor expended income to repair buildings 
and construct new ones. The widow 
approved the final report. The remain- 
dermen objected to the final report and 
allowance of fees to the executor. The 
trial court dismissed the objections. 

HELD: Affirmed. Where during the 
existence of the widow’s life interest 
the property is held by a testamentary 
trustee under certain specified condi- 


tions, the remaindermen may not ob- 
ject to the trustee’s report in the ab- 
sence of an allegation of a breach of 
trust on his part affecting the beneficial 
interest of such remaindermen. 


AssETs — Administration — Execu- 
tor Delivers Property to Life Ten- 
ant, He Has No Further Duty With 
Regard To It on Death of Latter 


Massachusetts—Supreme Judicial Court 

Old Colony Trust Co. v. Swift, 1954 A.S. 861; 

Dec. 1, 1954. 

Testator bequeathed certain tangible 
personal property to his wife, “to have, 
hold and enjoy during her life.” On her 
death it was to go to certain relatives if 
then living, and if not, then to the testa- 
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tor’s issue. The will further provided in 
respect to the articles bequeathed to the 
wife that “she shall take and hold without 
liability for waste and shall not be liable 
for failure to insure.” 


When the executor filed its final ac- 
count, showing distribution of the articles 
to the widow, objection was made that 
turning the property over to her was not 
final distribution, as the title remained 
in the executor until final distribution to 
the remaindermen, and that the account 
should be allowed merely as a first ac- 
count, not a final one. 


HELD: The account was final. The life 
tenant was entitled to possession, and 
neither expressly nor by implication was 
any duty imposed on the executor to take 
charge of the property on the death of 
the life tenant. 


(NOTE: This seems to be a square de- 
cision that one may create life estates 
and remainders in tangible personal prop- 
erty the same as in real estate. See New- 
hall, Future Interests, §18.) 


BENEFICIARY RELATIONS — Will Not 
Void Where It Gives Share to 
Daughter Outright if Not Married 
to Present Husband 


United States—District Court for D. of C. 
Pattee v. Riggs National Bank, 124 Fed. Supp. 
552 
Testatrix bequeathed one-half of her 

residuary estate to her daughter (plain- 
tiff herein) provided she be not married 
to her present husband at time of testa- 
trix’s death; but in the event the daugh- 
ter was married to her present husband, 
then testatrix bequeathed said portion 
to the Bank as trustee, to pay over the 
net income to the daughter with direc- 
tion to encroach on the principal as the 
trustee in its discretion should deem ad- 
visable to provide for the proper main- 
tenance and support of the daughter. The 
testatrix further provided that the trust 
should cease upon the termination of the 
daughter’s marriage to her present hus- 
band, whether by his death or by divorce, 
and upon such termination the trust 
estate would be paid over to the daugh- 
ter, if living, and if not, to her issue 
surviving, per stirpes. 


The daughter filed a complaint for 
construction for the purpose of having 
the court declare that the portion of the 
will above referred to is null and void 
as being against public policy. She con- 
tended that the condition relating to re- 
ceiving the estate outright held an in- 
ducement to procure a divorce and there- 
fore was against public policy. 


HELD: Judgment for defendant on 
the pleadings. Although ample authority 
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supports the general rule that a pro- 
vision in a will which conditions a gift 
on the divorce of married persons is 
void as against public policy where it 
manifestly tends to induce such divorce, 
the rule has been qualified in a number 
of cases where it appeared from the will 
that only a divorce for cause recognized 
by law was intended by the testator. A 
gift by will conditioned on the divorce 
of married persons is valid if it is made 
by way of provisions for an existing or 
an anticipated separation and does not 
operate as an inducement to the parties 
to obtain a divorce. 


In the instant case, the testatrix’s in- 
tent was clear and such intent was not 
inconsistent with public policy in that 
her primary purpose was to assure the 
daughter’s proper maintenance and sup- 
port in the event her personal funds or 
those of her husband would be insufficient 
to properly provide for her. 


CHARITABLE TRUSTS — Bequest to 
Create School for White and Col- 
ored Boys Valid and Applied Cy 
Pres 


Pennsylvania—Supreme Court 
McKee Estate, 378 Pa. 607. 


Testator, a negro, died in 1902 leaving 
a will patterned after the will of Stephen 
Girard in which, after giving annuities 
to children and grandchildren, he devoted 
the residue of his estate to the integrated 
education of white orphan boys and poor 
colored boys by establishing a nautical 
school to prepare them for service in the 
United States Navy. During the annuit- 
ants’ lives, the excess income was to be 
accumulated for this purpose. The last 
annuitant having died, an accounting 
was filed by the trustee in 1947. The fund 
amounted to $800,000 which the trustee 
said was insufficient for the purpose and 
which they requested be awarded to a 
suitable charity under cy pres jurisdic- 
tion. 


The descendants of testator attacked 
this plan on the ground that the will vio- 
lated the rule against perpetuities and the 
statute against accumulations. The lower 
court held that the purpose was charit- 
able, the charitable gift vested at testa- 
tor’s death (being enforceable by the 
state pending the establishment of the 
school), and there being a general charit- 
able intent, an award under the cy pres 
doctrine was possible. The court found, 
however, that none of the cy pres claim- 
ants met the requirements of the will 
and awarded the fund back to the trustee 
to use the income for scholarship aid for 
white and negro orphans and to report in 
not later than five years, during which 
time those interested may try to raise 
additional funds to make the school pos- 
sible. The claimants appealed. 


HELD: Affirmed on the opinion of the 
lower court. 
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CHARITABLE TRuSTS — Cy Pres Doc- 
trine Applied to Gift to AA 
California—District Court of Appeal 

Estate of Faulkner, 128 A.C.A. 691 (Nov. 8, 

1954). 

Mrs. Faulkner established a trust, to 
pay income to May Sewell for life with 
remainder in certain proportions to nine 
different charitable organizations, one of 
which was Alcoholics Anonymous of San 
Francisco. That organization, following a 
policy of refusing bequests from non- 
members, refused to accept. On petition 
by the trustee, the lower court held the 
gift had failed and became intestate prop- 
erty. The Attorney General appealed. 


HELD: Reversed. The gifts to the var- 


ious organizations without specification 
of specific purposes were gifts in trust to 
carry out the charitable purposes of the 
donee. The bequest being for a charitable 
purpose, cy pres would be applied parti- 
cularly as there were shown to be other 
organizations whose purpose is to aid 
alcoholics. 


CLaims — Action Lies for Interfer- 
ence by Heir with Intended Be- 
quest 


Indiana—Appellate Court 
Newsom v. Estate of Haythorn, 122 N.E. (2d) 
149. 
The complaint alleged that plaintiff 
went to live with Emma Haythorn when 
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plaintiff was thirteen years old, and 
that Emma Haythorn promised plaintiff 
that she would “do a good part by you 
in my will.” Later, Emma Haythorn ex- 
pressed a desire to adopt plaintiff, but 
her son Samuel Haythorn opposed the 
adoption so violently that Mrs. Hay- 
thorn did not go through with it. Until 
her marriage, plaintiff continued to live 
with Mrs. Haythorn, and after her mar- 
riage, plaintiff was a companion of Mrs. 
Haythorn until the latter’s death. 


The complaint further alleged that 
Samuel Haythorn, by false statements 
and misrepresentations about plaintiff, 
caused his mother to revoke a will by 
which Mrs. Haythorn had bequeathed 
plaintiff $5,000 or more and to execute 
a new will under which plaintiff re- 
ceived only $500; and that Samuel Hay- 
thorn was residuary legatee under the 
new will and was thereby enriched by 
the fraud and duress he practiced on 
his mother. The complaint asked for 
damages or that a constructive trust be 
imposed. Defendant demurred to the 
complaint on the ground that facts suffi- 
cient to constitute a cause of action 
were not stated, and the demurrer was 
sustained by the trial court. 


HELD: Reversed with instructions to 
overrule the demurrer. When an heir 
or devisee in a will prevents the testa- 
tor from providing for one for whom 
he would have provided but for the in- 
terference of the heir or devisee, such 
heir or devisee will be deemed a trustee, 
by operation of law, of the property, 
real or personal, received by him from 
the testator’s estate, to the amount or 
extent that the defrauded party would 
have received had not the intention of 
the deceased been interfered with. 


CLAIMS — Federal Taxes Have 
Priority Over Expenses of Last IIl- 
ness Despite State Law 


California—District Court of Appeal 
Estate of Muldoon, 128 A.C.A. 353 (Oct. 25, 
1954). 
Decedent owed the United States $2600 
in taxes. The estate was insolvent. Sec- 
tion 191, Title 31, United States Code, 


provides that when an estate is insolvent 
“the debts due to the United States will 
be first satisfied.” California Probate 
Code § 950 gives preference to expenses 
of last illness. 


HELD: Reversing the lower court, that 
the federal statute prevails and the 
United States is entitled to priority of 
payment over expenses of last illness. 


CLaims — Injunction Lies to Pre- 
vent Interference with Contract to 
Devise 


Arizona—Supreme Court 
Remele v. Hamilton, 275 Pac. (2d) 403. 


Plaintiff was employed by defendant 
and his brother as housekeeper under an 
arrangement that she would remain with 
them “always,” the brothers making an 
oral promise that the home was equally 
hers, and that eventually it would be left 
to her, and that it was in payment for 
services rendered and to be rendered in 
the future. Subsequently brother William 
executed his will whereby his home was 
devised to plaintiff. Thereafter, while 
William was hospitalized, his brother 
died and a niece had William declared 
mentally incompetent. 


The niece as guardian demanded that 
plaintiff remove herself from the home 
so that she could sell the property. This 
action was commenced by plaintiff to en- 
join the defendant from carrying out 
these purposes and preventing her from 
completing her contract with William. 
Judgment was entered for plaintiff and 
enjoining defendant from: (1) leasing, 
selling or encumbering the property; (2) 
preventing plaintiff in holding herself in 
readiness to perform her oral contract 
with defendant; (3) interfering with 
plaintiff’s possession of said property and 
to share possession thereof with defen- 
dant when he desired to share such prem- 
ises with her; (4) making any will or 
testamentary instrument which would 
violate his contract with plaintiff and 
declaring such will to be void; and (5) 
provide for vesting of title to such prop- 
erty in plaintiff in the event defendant 
predeceased her. 


HELD: Modified and affirmed. 
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1. The statute of frauds is not a de- 
fense for the reason that the defendant 
had fully performed his part of the con- 
tract with plaintiff by executing the will 
to her, and plaintiff had fully performed 
her part of the contract, except insofar 
as she had been prevented from perform- 
ance by the guardian. 


2. Injunction will lie to enjoin defen- 
dant from changing the status quo of the 
parties under the oral agreement. 


3. The change in plaintiff’s position 
in life and the nature of the services ren- 
dered, makes it apparent that plaintiff 
had no adequate remedy at law. 


4. The trial court exceeded its juris- 
diction in incorporating into the judg- 
ment: “It is adjudged and decreed that 
should the defendant, William Remele, 
precede the plaintiff in death, the plain- 
tiff will become, at his death, the sole 
owner of both the legal and equitable 
titles to the real property described in 
this judgment, and it is decreed that the 
heirs and devisees of the defendant, Wil- 
liam Remele, shall have no title or inter- 
est whatsoever in or to the said real 
property.” 

5. The vesting of title in plaintiff 
could only be accomplished by probating 
defendant’s will after his death, or by an 
action for specific performance of the 
oral agreement. 


COMPENSATION — Supervision of 
Court over Compensation of Trus- 
tee 


California—District Court of Appeal 

Estate of Bodger, 128 A.C.A. 830 (Nov. 15, 

1954). 

The trustee of a testamentary trust 
filed its Seventh Account Current and 
Petition for Fees. Decree of distribution 
establishing the trust had fixed % of 1% 
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of reasonable value of the trust estate as 
trustee’s compensation for ordinary ser- 
vices. Superior Court settled the account, 
but inserted in the order a provision that 
the trustee should thereafter be entitled 
to such fees as would constitute reason- 
able compensation for its services, such 
fees to be fixed by the court. The trustee 
appealed from this portion of the order. 
After the appeal was filed, the Superior 
Court appointed an attorney to represent 
the beneficiaries of the trust on the ap- 
peal and thereafter to report to the court 
whereupon the reasonable value of the 
attorney’s services would be fixed, and 
charged against the trust. 


The present case: arose on petition in 
certiorari by the income beneficiary of 
the trust seeking to annul the order ap- 
pointing as an attorney to represent 
beneficiaries. The beneficiary reported to 
the District Court of Appeal that she was 
in full accord with the position taken by 
the trustee, that she did not want an 
attorney appointed by the court to repre- 
sent her and that she objected to payment 
of the attorney’s fees out of the estate. 


HELD: Order annulled. The order ap- 
pointing an attorney to represent benefi- 
ciaries is in excess of court’s jurisdiction 
and void, and the attorney could not be 
considered an amicus curiae. 


COMPENSATION — Commissions On 
Income and for Management of 
Real Property Allowed Where 
Executors Had Power to Manage 
Leased Property 


New York—Surrogate’s Court, Westchester Co. 
Matter of Burrows, N.Y.L.J., Dec. 13, 1954. 


Objections were filed by the sole 
residuary legatee to the allowance of 
income and management commissions to 
her co-executor in respect of business 
property leased under a net ground lease 
at a yearly rental of $80,000 payable in 
equal monthly installments. The objectant 
contended that the real property may be 
subjected to debts and other expenses 
only if the personalty were insufficient. 
She also contended that even though the 
corporate co-executor had a discretionary 
power to collect rents, the power was 





conferred only to the extent necessary to 
meet any deficiency in personal assets 
and that commissions on income and 
management commissions should be 
limited to the extent that the collection 
of rents was necessary to meet such de- 
ficiency. 


HELD: The powers conferred upon 
the executors are not limited to those 
granted by Decedent Estate Law Sec. 
18. The will expressly conferred upon 
the executors power to manage, lease or 
dispose of real as well as personal proper- 
ty in addition to the power to retain any 
and all real property at any time form- 
ing part of his estate. Thus, under the 
residuary clause the testator’s real prop- 
erty vested in objectant subject to the 
exercise of the powers conferred upon 
the executors. When letters were issued, 
it was not known whether the personalty 
would be adequate to pay all claims in 


full. The power of management having. 


once been assumed could not be renounced 
until it appeared that the personal as- 
sets exceeded the known or reasonably 
ascertainable liabilities. 


Were the duties of the executors under 
the lease such as to require management 
of the real property justifying an award 
of commissions under Surrogate’s Court 
Act. Sec. 285 (9)? Under the lease the 
ultimate responsibility for the proper 
administration of the demised premises 
was imposed upon the lessor. Therefore, 
management commissions should be 
awarded. However, the claim to a full 
commission by the corporate executor 
may not be based on the alleged inactivity 
of the individual co-executor in the col- 
lection of rents. 


DISTRIBUTION — Afterborn Child’s 
Share Not Subject to Reduction 
with Bequests to Collateral Rela- 
tives 
New York—Supreme Court, App. Div., 2d Dept. 
Matter of Vicedomini, N.Y.L.J., Dec. 24, 1954. 
The testator, then childless, made a 

will bequeathing half of his estate to his 

wife and the other half to his brothers 
and sister. The testator died eleven days 
after his son was born, without having 
changed his will. To create the two-thirds 





share of the estate to which the after- 
born child is entitled under the Decedent 
Estate Law Sec. 26, 83 (1), ratable con- 
tributions from the legatees would entail 
reductions of the respective shares of the 
widow and the relatives from one-half 
to one-sixth. The widow, therefore, ex- 
ercised her right of election to take her 
share of the estate as an intestacy. To 
provide the widow’s one-third share the 
Surrogate deducted a two-fifteenths share 
from the two-thirds share of the after- 
born child and a one-thirtieth share from 
the one-sixth share remaining to the 
relatives. 


HELD: It was error thus to relegate 
the afterborn child to the same status as 
that of the relatives, namely as a legatee 
under the will. The will is revoked to the 
extent of the afterborn’s intestate share. 
The afterborn takes against the will and 
is not concerned with its dispositive fea- 
tures. Since the widow is entitled to one- 
third of the estate and the afterborn to 
the remainder nothing passes to the rela- 
tives. 


JURISDICTION — Necessary Parties 
to Actions Affecting Trusts 


California—District Court of Appeal 
. Olsen v. Superior Court, 128 A.C.A. 944 (Nov. 
18, 1954). 
Under the terms of a trust created by 
Henry Miller, all income was payable to 
three life tenants, J. Leroy Nickel, Jr., 
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George W. Nickel and Beatrice Nickel 
Morse. On the death of these life tenants 
half the corpus was to go to the four 
children of George (the Nickel remain- 
dermen) and the other half to the three 
children of Beatrice (the Bowles remain- 
dermen). In this suit brought by three 
contingent beneficiaries (Nickel remain- 
dermen) to remove the trustees, for an 
accounting, the appointment of a receiver 
for the trust and of new trustees, and 
the prosecution of claims for the benefit 
of the trust estate, two of the above 
named life tenants, George W. Nickel 
and Beatrice Nickel Morse, and one 
Nickel remainderman, Sally Nickel Klein, 
were not named as parties, nor were the 
Bowles remaindermen nor the issue of 
the Nickel and Bowles remaindermen. 


The court appointed a receiver, and 
ordefed the trustees to show cause why 
they should not be removed and new trus- 
tees appointed. Two trustees resigned, 
the other was removed by the court. 
Thereafter the court appointed the re- 
ceiver as (temporary) trustee. A hearing 
was held on an order to show cause why 
new trustees should not be appointed. 
No notice of this was given to various 
persons interested in the trust. The 
Bowles remaindermen and the two life 
tenants attempted to intervene. This the 
court refused to allow. Thereafter the 
court appointed three new trustees and 
authorized them to carry on various ac- 
tivities, including entering into a contract 
with one Robinson, attorney for plain- 
tiffs, to conduct litigation. The contract 
called for payment of a $25,000 retainer 
and payment of 20% on recoveries up to 
$10,000,000, with 15% above that amount. 


The instant case was a proceeding in 
prohibition to prevent further proceed- 
ings until all indispensable parties had 
been made parties to the action. 


HELD: Writ of Prohibition granted. 
(1) It is the court’s mandatory duty to 
order all parties brought in who are in- 
dispensable to a complete determination 
of the controversy. 


(2) If the income due beneficiaries 
will be diminished or lessened, all bene- 
ficiaries must be before the court. 





(3) In the present case the action 
taken by the court would affect the 
income of life tenants not before the 
court, an accounting by trustees, possible 
surcharging of trustees and appointment 
of new trustees. It would also affect fu- 
ture interests of remaindermen not before 
the court. 


(4) It was the duty of the respondent 
court on its own motion to bring in in- 
dispensable parties. 


(5) This is not a class suit where one 
or more may sue or defend for the benefit 
of all. It involves conflicting rights be- 
tween beneficiaries themselves as well as 
between the beneficiaries and the trustee. 
The Bowles remaindermen were not vir- 
tually represented by the plaintiffs. 


(6) Great-grandchildren are not indis- 
pensable parties, being represented by 
their parents. 


‘LIFE TENANT & REMAINDERMAN — 
Depletion on Oil Properties Not 
Required Despite Provision of 
Texas Trust Act 


‘Texas—Court of Civil Appeals 
St. Marks Episcopal Church v. Lowry, 271 S.W. 
(2d) 681. 

The will directed the trustee to “receive 
all rent, royalties, rentals, bonuses, pay- 
ments, claims, settlements in compromise, 
all income of any nature which may arise 
out of or due to the ownership of any 
interest in any of these oil or gas leases, 
mineral rights” and after paying costs 
of administration, taxes, etc. and cash be- 
quests to six persons, “then the income 
from the trust shall be paid to Mrs. Iva 
Lou Lowry as long as she shall live,” 
with remainder to the church. 

The will also provided that the trustee 
did not have the duty to invest income 
and did not have the power to sell the 
trust properties, but did have the power 
to execute oil and gas leases. The will in- 
corporated by reference the Texas Trust 
Act except for such provisions as were 
in conflict with the will. 

The church contended that under the 
terms of the Texas Trust Act 27%% of 
the income from oil properties should be 
apportioned to principal and accumulated 
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for ultimate payment to the remainder- 
man. The church also contended that the 
trustee should set aside an amount 
equivalent to the depreciation of the 
equipment on the oil and gas properties. 


HELD: The trustee should not set 
aside the depletion specified in the Trust 
Act (nor apparently any depletion) and 
should not set aside any amount for de- 
preciation of equipment. This holding is 
based on the language that “all income 
of any nature” is to be managed under 
the terms of the trust, which thereafter 
states that after the costs and expenses 
have been paid, the income shall be paid 
to Lowry. 


NOTE: While presumably the decision 
of the court is a factual one based on the 
circumstances of this particular will, it is 
believed that the decision is contrary to 
the understanding of most attorneys in 
Texas and should be reversed. 


MortTGAGEs — Corporate Trustee Al- 
lowed Reasonable Interest on 
Mortgaged Trust Property 


New Jersey—Supreme Court, App. Div. 
In re Walsh’s Estate, 108 A (2d) 652. 


Exceptions were taken to intermediate 
accounting of the testamentary trustee, 
a bank, with respect to interest pay- 
ments made on mortgage held by bank 
on estate property. Mortgage on estate 
property was about to be foreclosed and 
banking department of trustee took mort- 
gage over to prevent foreclosure. Judg- 
ment allowing trustee’s intermediate ac- 
count was appealed from, exceptants 
claiming that trustee is chargeable for 
interest on mortgage paid to itself. 


HELD: Reversed and remanded. Cir- 
cumstances may justify fiduciary becom- 
ing creditor of estate by advancing its 
own funds. There was sufficient justi- 
fication for loan and accordingly, interest 
is allowable on bank’s claim. However, in- 
terest charged must be reasonable and 
6% was excessive when compared to 
interest rate currently payable. Case 
is remanded to Chancery Division to 
ascertain periods during which interest 
charge was excessive and whether any 
one has right to take exception to such 
payment. 


PERPETUITIES — Interest Held Vest- 
ed and Restraint Illegal 


Pennsylvania—Supreme Court 
Throm Estate No. 1, 378 Pa. 183. 


Testator died in 1931, survived by his 
widow and a daughter who had a son 
born in testator’s lifetime. The will gave 
two-thirds of the income to the widow for 
life and after her death to the daughter 
for life; and one-third of the income to 
the daughter for life and after her death, 
to her issue until the death of the widow 
and in default of issue, to the widow for 
life. At the death of the survivor of the 
widow and daughter, the trustees were 
directed to pay and deliver the corpus “to 
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the issue or the issue of such lawful child 
or children of my daughter, share and 
share alike, upon arriving at the age of 
30 years, respectively.” 


The daughter died in 1942, the widow 
in 1945 and the daughter’s son in 1952 
before attaining age 30. A child of the 
son survives. The executor of the daugh- 
ter’s estate contended that under the “pay 
and divide” cases, the remainder violated 
the rule against perpetuities and was 
therefore void, with an intestacy result- 
ing in which the daughter would share. 
The lower court ruled that the son of the 
daughter had a vested estate which 
passed to his estate. 


HELD: Affirmed. If the interest of the 
issue is contingent upon their attaining 
the age of 30 years, their interest is void 
for remoteness since vesting could occur 
beyond the limits of the rule, but it is 
clear that testator did not intend to make 
the interest contingent. The gift to issue 
referred to issue who survived the daugh- 
ter and such issue took a vested interest. 
The daughter’s son took a vested interest 
at the death of the widow. The direction 
that payment should be deferred until he 
attained 30 is void as being an illegal 
restraint on the use of disposition of 
property in which no one but the benefi- 
ciary has an interest. 


PowErRs — Limitations — Applica- 
tion for Direction to Pay Part of 
Trust Income for Support of Bene- 
ficiary’s Child Denied 


New York—Supreme Court, App. Div., 3d Dept. 
Matter of Mowder, N.Y.L.J., Dec. 20, 1954. 


Petitioner, the former wife of the bene- 
ficiary of a testamentary trust, obtained a 
decree of divorce which, among other pro- 
visions, directed the beneficiary to pay 
$150 a month for the support of their 
child. She had difficulty in collecting the 
monthly installments, and sought an 
order from the Surrogate’s Court, under 
whose supervision the testamentary trust 
was being administered, directing the 
trustees to make the required payments 
out of the trust income, directly to her, 
for the support and maintenance of the 
child. 


HELD: The Surrogate correctly held 
that he was without power to make such 
decree. Surrogate’s Court Act Sec. 40 
confers only procedural jurisdiction to 
grant equitable as well as legal relief. 
Before the Surrogate may grant relief 
in a particular case it must appear that, 
as a matter of substantive law, grounds 
for the relief exist. There is no general 
principle of substantive law which au- 
thorizes an allocation of trust income for 
the support of the family of a life bene- 
ficiary and to order payment of a part 
of the income directly to the family when- 
ever the beneficiary neglects to provide 
for his family’s support. The reported 
tases in which courts have made con- 
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tinuing directions of this kind fall into 
other categories, none of which em- 
braces this case. 


REAL PROPERTY — Purchaser Buys 
from Executor at Peril 


Nebraska—Supreme Court 
In re Schulze’s Estate, 66 N.W. (2d) 557. 


A license to the executor to sell real 
estate to pay debts was granted by the 
district court and the sale was con- 
firmed. The successful bidder thereafter 
refused to pay the balance of his bid 
because, among other things, he con- 
tended the title was not merchantable 
and that the executor guaranteed the 
title. 


HELD: The executor’s sale is a judi- 
cial one. The purchaser buys at his peril 
insofar as the title to the real estate 
sold is concerned. The purchaser may 
insist upon a valid sale as distinguished 
from an irregular one. Neither the 
court nor the executor is authorized to 
give title. The purchaser is bound to ex- 
amine the title and not rely upon state- 
ments made by the officer conducting the 
sale as to its condition. 


SPOUSE’s RIGHTS — Widow Can be 
Disinherited 


South Dakota—Supreme Court 
In re Vetter’s Estate, 66 N.W. (2d) 519. 


Testator bequeathed his entire estate 
to his mother, declaring “I have inten- 
tionally omitted to provide for, and es- 
pecially direct and will, that under no 
circumstances shall any part, share or 
interest in my estate go to, vest in, 
or be taken by my wife.” He nominated 
his mother as executrix of the will and 
she petitioned to have it admitted to 
probate. The widow filed her written 
grounds of opposition to the probate of 
the will; she appealed from judgment 
admitting the will to probate. 


The first contention of the widow was 
that, having been omitted from her 
husband’s will, she was entitled to elect 
to take the share to which she would 


have succeeded had he died intestate 
and because the estate was less than 
$50,000, she would succeed to the entire 
estate. The second contention was that 
the will was void as in fraud of her 
marital rights and of creditors. The 
final contention was that the will was 
the product of undue influence. 


HELD: Affirmed. (1) An instrument 
which nominates an executrix who is 
willing to act must be admitted to pro- 
bate, even though it does not effectively 
dispose of any of the property of the 
testator. The will must be admitted 
whether the asserted right of election 
does or does not exist. 


(2) There can be no fraud where no 
right is invaded. Because the will in- 
vades no right of the widow, this con- 
tention is untenable. Neither husband 
nor wife has any interest in the prop- 
erty of the other, excepting their re- 
spective rights for support as specific- 
ally provided by law. The only specific 
provision for support of a wife and 
children after the death of the husband 
is made by SDC 35.13 dealing with the 
homestead, exemptions and allowances. 
No estate in dower is allotted to the 
wife upon the death of her husband. The 
right of a husband to make a will dis- 
posing of property to which his widow 
might succeed is declared by SDC 56.- 
0204. Of impelling significance is the 
provision that “If after making a will, 
the testator marries, and the wife sur- 
vives the testator, the will is revoked, 
unless provision has been made for her 
by marriage contract, or unless she is 
provided for in the will, or in such way 
mentioned therein as to show an inten- 
tion not to make such provision; * * * *.” 
SDC 56.0223. Counsel for the widow 
urged the common law as the foundation 
of the widow’s rights but when the code 
speaks, the common law vanishes. 


(3) There is no direct evidence that 
this will resulted from undue influence. 
Its unnatural character was explained by 
a witness put forward by the contestant. 
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TAXATION — Estate & Inheritance — 
Widow Must Bear Share of Tax 
Despite Marital Deduction 


Arkansas—Supreme Court 

Williamson, Administratrix v. Williamson, 272 

S.W. (2d) 72. 

H died intestate in 1952 survived by 
his widow, the appellant, and by a minor 
son, the appellee. His estate was valued 
at approximately $350,000, after pay- 
ment of debts and administration ex- 
pense. The widow’s dower and allowances 
amounted to less than half her husband’s 
estate, and their value was accordingly 
disregarded in the calculation of the 
federal tax by virtue of the marital de- 
duction. 


The widow filed a petition asking in 
substance that her dower and allowances 
be set aside to her without any deduc- 
tion for the federal estate tax. She con- 
tended that since her share in the estate 
did not contribute to the net valuation 
upon which the tax was computed she is 
not required by the apportionment statute 
to bear any part of the tax burden. 


The Probate Court denied this request, 
holding that the Arkansas Apportion- 
ment Act (Ark. Stats. 1947, #63-150 re- 
quires a widow to bear her proportionate 
part of the Federal Tax. 

HELD: Affirmed. The widow’s conten- 
tion was an incorrect interpretation of 
the statute. 


WILLS — Construction — Per Capita 
and Per Stirpes Distribution Found 
in Same Clause 


Pennsylvania—Supreme Court 
Throm Estate No. 2, 378 Pa. 159. 


_Testatrix died in 1932 leaving her es- 
tate in trust for her niece for life; at 
her death the income was to be distributed 
among her children equally or their is- 
sue. The niece received the income until 
she died in 1942, and thereafter her only 
child, a son, received it until he died 
in 1952. The son was survived by a 
daughter. The remainder was void for 
faulty execution of the will and an in- 
testacy resulted by which the remainder 
vested in the niece subject to the life 
estates. 


The guardian of the son’s daughter 
claimed she was entitled to a succeeding 
life estate and the lower court sustained 
the claim, ruling that since the niece and 
her son were in being at the time of 
testatrix’s death, the son’s daughter took 
immediately on her father’s death. The 
niece’s executor appealed. 


HELD: Reversed. The gift was not 
rendered invalid because the son might 
have had children born beyond the limits 
of the rule against perpetuities, but the 
language of the will cannot be construed 
to provide for successive life estates to 
the issue of the niece’s children ad in- 
finitum. It is impossible to distribute a 
fund equally among children and their 
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issue, since issue cannot be ascertained 
until after the death of the parent. The 
language obviously means a per capita 
distribution among children and a per 
stirpes distribution to the issue of a 
child who has died in the niece’s life- 
time. The gift to issue is substitutionary 
in the event of the death of a child be- 
fore he would otherwise have taken. 


WILLs — Construction — Precatory 

Words Did Not Create Trust 

Washington—Supreme Court 

Estate of Elva MacAdams, 145 Wash. Dec. 

492. 

Testatrix by her will provided for a 
trust of her separate property, primar- 
ily for the benefit of her sister, and ulti- 
mately for the benefit of her husband 
and children. By a first codicil, revoked 
by a second codicil, she expressed a de- 


‘sire to provide for the education of the 


children of her cousins out of the trust 
if then in force, and to provide Toni 
Gavian college and musical education. 


The second Codicil stated: “I would like 
to provide for an education thru high 
school and music and college for Toni 
Gavian of Long Beach.” Toni Gavian 
was the daughter of a former domestic 
servant of the testatrix. The Trial Court 
decreed that the quoted provision of 
the second codicil was void. 


HELD: Affirmed. The four essential 
elements to the creation of a testamen- 
tary trust are (1) subject (2) object 
(3) beneficiary, and (4) an imperative 
command to apply the subject matter - 
to the object for the use of the benefi- 
ciary. The quoted words of the second 
codicil are precatory words, words of 
desire, not of command. There is noth- 
ing to show that the testatrix intended 
the words of the questioned provision 
to be imperative. If the trustees are 
to execute the trust in accordance with 
its terms, there is no room for a dis- 
cretionary expenditure such as the ques- 
tioned provision would require. 
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